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ECONOMISTS IN PUBLIC SERVICE 


ANNUAL ADDRESS OF THE PRESIDENT 


Irvine FisHer 
Yale University 

Of the many effects which the war has exerted on the minds of 
men, one of the most notable is the keener desire which we all now 
feel to be of genuine public service. During the war hundreds of 
our members have done “war work.” In Washington alone one 
hundred and twenty of them have been in public service. 

During the impending world-reconstruction, economists will 
probably have more opportunity to satisfy this impulse than 
most students in other departments of human thought; for the 
great problems of reconstruction are largely economic. 

It therefore becomes each of us, as we pause on the threshold 
of a possible “new world,” to consider what are the new oppor- 
tunities and what the new duties which lie before us. That new 
world of which we are all speaking is still unbuilt. Is it to build 
itself, unplanned, or is it to have architects? And are we to be 
numbered among the architects? These are undoubtedly some of 
the thoughts and hopes and fears which stir us today. 

How different they are from those of our own cconomic teachers 
a generation ago! Then many economists thought it beneath their 
dignity to engage at all in practical affairs except to cry: “Laissez 
faire.” They believed that a scientist should be simply an ob- 
server, compiler, and interpreter of facts, not a guide, counsellor, 
and friend of humanity. 

It is noteworthy that their attitude of academic aloofness not 
only failed to give to economic study, in the eyes of the world, that 
status of a “true science” which they claimed for it but, on the 
contrary, brought it into disrepute and provoked a vigorous re- 
action. The world demanded that economics should become some- 
thing more than “the dismal science.” 

Accordingly, a new economics sprang up, intent on “doing 
something.” This new school was centered in Germany as the 
older “Manchester School” was centered in England. 

When the American Economic Association was founded thirty- 
three years ago the antagonism between these two schools was at 
its height. In fact, we owe the formation of this Association 
chiefly to that antagonism. A number of young American econ- 
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principles? The second is: Granted that we should serve, exactly 
whom should we serve? 

To the first of these questions the radicals have, in my opinion, 
given the better answer. Even the economic recluse selects, if he 
can, some theme related to human affairs and fondly hopes that 
his work may be taken up and utilized by practical men. It must 
be admitted, however, that most economists even yet depend too 
much on books and official reports and too little on personally 
feeling the pulse of real events. 

But it is the second question which most needs our attention 
today: Whom are we to serve? To this, I believe, the conserva- 
tives have given the better answer. 

Economics may be applied for the benefit of the whole world 
or for the benefit of one country alone. Again, within a coun- 
try, economics may be applied for the general good or for a 
special commercial interest, special class, or special locality. 

I have referred to the curiously interesting fact that this As- 
sociation largely owes its birth to German economics. Undoubt- 
edly German economics brought us a new and altruistic impulse. 
In particular we received from Germany the idea, close to the 
heart of every German economist, of making economics of ser- 
vice to “the state.” 

But in the last two years the war’s revelations have made us 
realize, to our horror, that “the state” served by the German 
economists, or, at any rate, the German economists of today, was 
simply the Hohenzollern dynasty. We now know that German 
professors in general, from theologian to chemist, have prostituted 
their professional services to serve Germany’s criminal purposes. 

Frederick Scott Oliver in his “Ordeal by Battle” called the 
professors the “Priestcraft” through whom the German Govern- 
ment indoctrinated the German people. Professor Fimery called 
the war a war of the economic interpretation of history. Others 
have called it a professors’ war and especially an economic pro- 
fessors’ war. Some among the very group of German teachers 
who stirred the enthusiasm out of which this Association grew, and 
more among their successors, in their service of “the state,” helped 
to lay the foundation for the war. That foundation, or the part 
of it which they helped to lay, was a predatory economics, the 
economics of a beast of prey, the economics of loot by war. In 
this species of economics, property rights had existence only 
within the state, not between states. 
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policy than that existing before the war were not mutually ad- 
vantageous, even if such a trade involved an economic sacrifice to 
us as a nation, it would none the less truly be required of us today 
in order to continue and establish on a permanent foundation that 
chivalry which has characterized America’s part in the war. The 
call of the hour is to be just and generous. The concept of inter- 
national obligation has been born. Henceforth any international 
arrangements must find their justification in international fair- 
ness, not in unfair national advantage. Whatever “place in the 
sun” we seek for ourselves, we must accord to every other nation, 
small and great, weak and strong, new and old. The golden rule 
must be the rule between nations as well as within a nation. 

The proposed League of Nations is part and parcel of this 
great idea of international justice now having its new birth and 
baptism. Such a league is not only a political necessity as a pre- 
ventive of war; it is also an economic necessity as a preventive of 
the economic burdens of militarism. 

Like our own league of forty-eight states, it would obviate the 
necessity of great armaments. Without such a league we must 
resume competitive armaments—must, for instance, as our naval 
men tell us, compete with England in naval strength; and further 
competition in armies and navies would mean economic ruin to 
Europe and great impoverishment to the United States. There 
are two important special reasons why this would be true. One 
is that the world, especially Europe, is so nearly exhausted eco- 
nomically that even the old military burdens would now be far 
harder to bear than before the war. The other is that the re- 
newed competition would be far more costly than the old, since 
we would start off with all the huge equipment which the war 
itself has brought. 

Secondly, we must be on our guard against the bias of sisted 
interests. This bias enters largely into much thinking on the sub- 
ject of the League to Enforce Peace, for there are interests which 
would thwart this new and great idea, fearing that the new regime 
may upset the old to which they and their private purses had be- 
come well adjusted. 

The great question, then, is: Are we, in our internal economics, 
to serve the nation as a whole or are we to serve a special group 
within the nation? 

' There can be no objection to an individual economist associat- 
ing himself with a special business and putting his talents at its 
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manity and democracy as against the selfish interests of either the 
capitalist or the laborer as such. 

If we jealously guard our independence and impartiality we 
shall gain for our profession the enviable position of being the 
logical arbiters of the class struggle now beginning—arbiters 
which both sides can trust. We may, and should, take sides, but 
only as a just judge takes sides when he renders his decision and 
only after a fair weighing of the evidence. 

We may be sure that there will be a bitter struggle over the 
distribution of wealth until a more or less definite readjustment 
has been found. Professor King of the University of Wisconsin 
has shown that something like two-thirds of our people have no 
capital except the clothes on their backs and a little furniture and 
personal belongings, while the major part of our capital is owned 
by less than two per cent of the population. The income-distribu- 
tion is not quite so unequal. About half of our national income 
is received by one-fourth of our population. There is evidence to 
show that this striking inequality of distribution of capital and 
income is increasing and that it is greater in cities than in the 
country. Still more distressing is the fact that, since the twen- 
tieth century began, wages reckoned in commodities, not money, 
have been actually decreasing while profits have been increasing. 
The purchasing power of wages over food in 1917 was only a little 
over two-thirds of what it was ten years before. The extraordi- 
narily high wages of 1918 among certain forms of skilled labor 
are, of course, not representative. 

The real scientific study of the distribution of wealth has, we 
must confess, scarcely begun as yet. The conventional academic 
study of the so-called theory of distribution into rent, interest, 
wages, and profits is only remotely related to the subject. This 
subject, the causes and cures for the actual distribution of capital 
and income among real persons, is one of the many now in need 
of our best efforts as scientific students of society. I shall here 
merely throw into the discussion a few tentative thoughts which 
seem to me to be now either completely overlooked or only dimly 
appreciated. 

There are, I believe, two master keys to the distribution of 
wealth: the Inheritance system and the Profit system. 

The practices which happen to be followed by men of great 
wealth in making wills is certainly the chief determinant of the 
distribution of their wealth after their death. Mr. Albert G. 
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ers under statute law. There are, in particular, restrictions 
against tying up property (except in charitable bequests) in per- 
petuity. These restrictions have, undoubtedly, restrained the ac- 
cumulation of swollen fortunes. There is no reason why we can- 
not continue to add to such limitations so far as seems wise. 

For instance, Rignano, the Italian economist, suggests making 
the state co-heir of all bequests so that it will receive one-third of 
the estate on the first descent, two-thirds of the remainder on the 
second, and the residue on the third descent. 

So much for the first great factor responsible for an undemo- 
cratic distribution of wealth—the inheritance system. It has to 
do with the transmission of fortunes from one generation to an- 
other. The other great factor, the profit system, has to do with 
the mushroom growth of a fortune in a single generation. 

When fortunes are made with prodigious speed, it is usually 
wholly or chiefly through profits. Accumulation by compound in- 
terest, though amazing in its possibilities after a fortune is large, 
cannot in a single lifetime make a large fortune out of a small 
one. Every “self-made” millionaire, so far as I know, became 
such, if honestly, primarily through profits. Profits are the 
chance part of distribution, the part which is the wncertain, and 
therefore extremely variable, margin left after the more fixed and 
known parts of the distribution—rent, interest, wages, and salar- 
ies—have been deducted. 

Profits are, next to wages, the most important element of our 
national income, comprising over a quarter therof and being more 
important than rent and interest combined. 

My query here is: May we not find ways, by legislation and 
otherwise, of modifying more or less profoundly the present profit 
system? I have in mind not only profit-sharing plans, plans for 
codperative producing, buying or distributing, and schemes for 
allotting common stock to employees by which the worker may 
feel a stake in the business in which he is engaged; but also, and 
more particularly, possible participating by the public itself 
through the government. 

I am aware, of course, of the obvious and real objections to 
such plans and I am not offering a solution of this problem, but 
suggesting what seems to me a promising line in which we econo- 
mists may seek a solution. Perhaps there are many different so- 
lutions, varying according to circumstances. It may well be that 
a place will always be left for pure private ownership and man- 
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agement, for pure government ownership, even 
though ystems, such as I have in mind as pos- 
sible, be | 

We al xamples of mixed types, such as gov- 
ernment 1 ; to private capitalists with reversionary 
rights 1 , or nation; subsidies; price fixing; guar- 
anteeing } ng against loss; taxes on profits or on 
excess pl! 

The in that, under the present private-profit 
system, tl ind risk of losses as well as the man- 
agement a hands of one only of the three classes 
interested the enterprise. The other two classes, 
namely, t! e public, do not ordinarily participate 
much, if priser or chance-taker has, under this 
system, c to speak of his industry as “my busi- 
ness” and n as saying “the public be damned.” 
For insta great public function of conducting 
our public ponsible private capitalists who in turn 
are largely r advertisers, even more irresponsible. 

Funda n is one of adequately representing 
the parties e involved. Only incidentally is it a 
question of Yet I believe the two are not so far apart 
as is often \n efficient autocracy in industry is as 
suicidal in ficient autocracy in politics has shown 
itself to bi stable because unrepresentative. The 
most endur banks is the Bank of England because it 
is based nt ney-making efficiency, but on the idea 
of efficiency ice, Even its governor represents not 
the banker : nse but the “merchant,” a merchant 
banker wh¢ r the public whom the banker serves. 
Yet the Ba technically a private bank. Its great 
merit is that tomers, including the government, par- 
ticipate in shay policy. 

While gx terprise has glaring defects, the present 
system of p ; also defective. It is even very costly 
to the publ terpriser requires the chance of large 
profits to « the large risks he assumes. Two un- 
fortunate c: w. One is that in this great game of 
chance the | nings make multimillionaires out of mil- 
lionaires, wh nsistent with democratic ideals and demo- 
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of the other two classes. The workman therefore is over-ready to 
strike, shirk, or commit sabotage. The local public often cordially 
hate a great railway like the Pennsylvania system or the Southern 
Pacific at whose mercy they are, or a great corporation, trust or 
bank, which they call an “octopus.” From such hostility comes a 
contest for political power and, too often, corruption. This cor- 
ruption should not all be charged up to politics as such; for much 
of it is due to private industry struggling for private profits in 
disregard of public usefulness. 

The government, representing the public, is, with all its faults, 
in a better position than the private capitalist to underwrite great 
industrial undertakings, both because its resources are greater and 
because the chances of gains and losses in many different direc- 
tions would tend, more fully, to offset each other. Government 
underwriting of industry is thus in the last analysis simply a 
species of social insurance. 

It is interesting to observe that such social insurance as we are 
now familiar with—workmen’s compensation, health insurance, 
etc.—usually provides that the cost and management shall be 
shared by the three parties interested, employer, employee, and 
state. 

Nor is such an extension of the principle of social insurance as 
I am now tentatively suggesting so strange as it may at first ap- 
pear. It is just what we have seen happen under the stress of 
war. Early in the war the profit system by which the govern- 
ment let out to contractors the making of munitions and other 
supplies was found to be not only very expensive but to work very 
badly. We therefore hastily improvised many kinds of govern- 
ment regulation to meet the situation. The important point for 
us to note here is that the government thus assumed some of the 
commercial risks and insured others against them. To secure an 
adequate wheat supply it guaranteed to the farmer the price of 
wheat, while, at the same time, it protected the public against 
“profiteering” in prices of bread. In taking over the railways it 
guaranteed certain minimum profits. It assumed the most of the 
risks in shipbuilding. It supplied a revolving fund to loan to es- 
sential industries which would otherwise run the risk of not se- 
curing needed capital. It put government officials in charge of 
munition works which, under private management, were in danger 
of failing to give the needed service to the country. It did all 
these things clumsily; but it had to do something because private 
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enterpri not be depended on to render the service 
to the « yuntry needed and demanded. 

Even ere were many examples of some sort of 
governm Railways were often built in part by 
subsidy te, or locality, in order that the public in- 
terest mig! Irrigating, forestry, and water power de- 
velopment vernment ownership or participation in 
various f both town and nation are sometimes co- 
owners W vidus n the forests. 

I may opinion, the rather common idea that 
profits sh to a “fair rate of interest” is not a solu- 
tion of t is as absurd and unfair as the socialists’ 
dictum th ssentially stolen from workmen’s wages. 
Nothing ffectually to kill enterprise as to forbid 
the enter ring more profits than he could get by 
lending h t the same time we protect him against 
losses. S ssume the risks of enterprise, and he 
who assu ss is entitled to the chance of profits. 
As long tem by which the private capitalist is, 
single ha le to win wealth from natural resources, 
we must § e of winning big prizes together with 
the chanc 

Needles fore, I am not attacking the man who 
takes prof present system. He ought not, or not 
always, to s a profiteer. Nor am I attacking the 
man who perty in the ordinary way. Both are play- 
ing the ga the present rules. My criticism is not 
of the pla rules, New rules may be found—rules 
better for und the onlookers. 

Our soc s remain an unstable and explosive com- 
pound as power is vested in the masses and eco- 
nomic power i In the end one of these powers will 
rule. Eijt! y will buy up the democracy or the 
democracy ¥ .y the plutocracy. In the meantime the 
corrupt p rive as a concealed broker between the 
two. 

On the fa ild expect that all the evils mentioned 
would be r i more democracy in industry, that is, 
if the work e public felt that the great industries were 
partly theirs ynership and as to management. 


As to the 1 tion of workmen in the management, some 
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industries have introduced a “Senate” to represent the office staff 
and a “House of Representatives” to represent the shop workers. 
These, with the executive, exercising a veto power, manage the in- 
dustry after the pattern of our political republic. ‘This and 
other plans for a more representative control are worth careful 
study. A large part of our present dissatisfaction with industry . 
comes from its autocratic control, which is growing more rapidly 
centralized even than is the actual ownership. The device of the 
corporation, especially the holding corporation, has put a large 
fraction of the capital of the country into the hands of a small 
group of magnates mostly in New York City. 

So much for the distribution and control of wealth. There are 
other subjects equally worthy of our attention. Even if the dis- 
tribution of wealth could be ideal, the industrial world would find 
abundant reason for discontent. Just as the political freedom 
sought by the French Revolution proved insufficient and disap- 
pointing, so will what is now called economic freedom be found 
insufficient and disappointing. 

When we speak, however figuratively, of wage-slavery, we ought 
to think not only of low wages, but also of the repulsiveness of 
the work itself. The great reason why an industry fascinates the 
employer but bores the employee is, in my opinion, that human 
psychologic laws are neglected. 

I hope that psychologists may some day, in codperation with 
economists, help to a truer understanding of the nature of human 
freedom. What we liberty lovers are really groping for is, ap- 
parently, not to do as we think we please but to do what will 
actually please us after it is done; that is, to satisfy fairly well 
all of the great fundamental human instincts, of which there are 
many besides the instinct of self-preservation or of making a liv- 
ing. The workman not only longs for more pay, but he hungers 
and thirsts for other things which he cannot formulate, because 
so largely unconscious. 

The problem of making manual workers contented, or as con- 
tented as the rest of us, or as contented as they can be, is not, 
therefore, a problem simply of the distribution of wealth. It is 
one of introducing, or re-introducing, certain fundamental mo- 
tives into industry. Just as the large capitalist does not usually 
accumulate for his children but for the love of accumulating, and 
just as inventors (as Professor Taussig has shown) do not usu- 
ally invent merely, or even chiefly, for money but for the love of 
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be forgotten). 

it object lesson here. Men previously 
ler the money motive, have exhibited a 
zht for their country with no wages to 
ney bonus whatever. Again, when the 
onderful “morale” shrank appreciably 
find that many of the soldiers who re- 
citements of military life are actually 
We must find ways of putting real “pep” 
ike as well as others’. Perhaps a wiser 
and will spread over the country as 
particular, of the studies of the War 
13 courses and 275 graduates fitted 
ent managers. Perhaps the labor men 
Either or both might happen through 
the Industrial Department of the Y. 


be able to play an important 
sychologists, employers, and employees, 
ent, distilling out the essential truths 
ting constructive suggestions of our 
1 the religious workers helped vastly in 
Cannot the morale needed in in- 
success? If we can and do secure it, 
try really democratic. And if we do 
of industry will be greatly increased 
success at heart and put their own in- 
ut success will include the millions of 
thousands of employers. 
s us a great lesson. The miraculous 
1 States were due not to a centralized 
eated German military power in forty 
1 coéperation whereby each citizen, of 
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ciency of the democratic method, that is, the method which relies 
on enlisting the active initiative, the enthusiastic interest and will 
to help, of the people. The Prussian method has failed and the 
Prussian method in American industry has failed and always will. 

These problems of industrial discontent are only some of the 
great problems now before us. 

There is not time even to sketch the others. One of them con- 
cerns the rehabilitation of monetary standards, including not 
simply resumption of specie payments and restoration of pars of 
exchange but maintenance of purchasing power. I have often 
spoken and written on this theme. Here, as always, we must be- 
ware of the bias—and I am sorry to say, I know of one economist 
who has not escaped it—of special interests, whether of the gold 
miner or silver miner or of the creditor or debtor-interests. 

The great field of social insurance for workingmen and espe- 
cially the next step—Health Insurance—should also engage our 
attention. Here, likewise, we must steer clear of the bias of the 
employer, the trade union, the insurance company, or the medical 
profession. 

The problem of demobilization, especially the problem of pre- 
venting unemployment during the period of readjustment and the 
problem of the future occupation in industry or settlement on 
land of our soldiers, especially those invalided, are also before us. 

These and other problems of reconstruction are the basis of our 
meeting this year, as our program shows. The thoughts we re- 
ceive at this annual meeting should help all of us who are in earn- 
est to reach conclusions on these topics, if not here and now, soon 
afterward, and so be of service in shaping American policy in the 
immediate future. 

In order that our influence may be fully exerted, I believe two 
new agencies are needed—one designed to diffuse such economic 
knowledge as we possess among the people who do not possess it, 
and the other designed to increase that knowledge. 

At present we college men are, in a sense, teaching the wrong 
people. We reach a college audience which is not only small but 
is, I think most teachers will agree, less in need of our elementary 
teachings than the general public. 

An urgent need, in my opinion, is some organized machinery for 
diffusing economic principles among the masses of our popula- 
tion. The common people, whose ideas will, more and more, rule 
the world, are in crying need of competent instruction in eco- 
nomics, simplified and reduced to its lowest terms. 
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ple express their opinion on economic 
h opportunity, in the first instance, to 
rent. Workmen now act on the ideas, 
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of the fundamental principles of eco- 
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to note, however, that recently some 
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again and, once worn wrongly, may be harder than ever to efface 
or correct. 

It is given to us as to no previous generation of economists to 
share in fixing the foundations for a new economic organization 
and one which shall harmonize with the principles of democracy. 

If we are to succeed it will be because we perform our task with 
wisdom, unselfishness, and impartiality. As economists in public 
service in a democratic world we are pledged not to serve simply 
our local community, our own country, or our own time, but to 
serve rather all humanity throughout the world and throughout 
future generations, 
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business men immediately concerned, 
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d and for its conspicuous usefulness 


nceiples Involved 
ciples involved, we note that econo- 
factor of production and say that the 
capital is interest. Another factor 
(service of the entrepreneur), and 
age is profit. 
on between interest for capital and 
1intained through a long series of 
nomic writings, and the reasoning of 
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tunate as to own all the capital he uses, it is no less useful or 
serviceable on that account. 

It seems strange that any difference of opinion should arise in 
applying these fundamental concepts, but much of current ac- 
counting practice departs from the standards of the economists, 
confuses cost for capital with profit for management, and some- 
times reasons incorrectly about the return on capital both bor- 
rowed and owned. These errors arise chiefly because accountants 
constantly think and speak of “money invested” or “capital in- 
vested” instead of fixing attention, as do the economists, on physi- 
cal assets as used in production. 


Interest on Borrowed Money 


The error has been frequently made in the past of reckoning 
the immediate outlay for borrowed capital as a cost; but if a 
proprietor has a physical plant and inventories to operate, the 
cost for using them is no greater because he is borrowing to pro- 
vide some of these assets. Fortunately there has already been 
enough discussion of these matters among accountants so that 
mistakes are coming to be less frequent in the reasoning and ac- 
counting that relate to capital borrowed. Nearly every recent 
writer who has advocated the exclusion from cost of interest on 
investment admits that interest on borrowed money, whether se- 
cured by mortgage or otherwise, has no bearing on the issue, in 
either theory or practice. 

The errors of reasoning chiefly arise with reference to capital 
owned, and the idea is frequently expressed in accounting practice 
and in accountants’ writings that a proprietor gets the use of 
capital he owns without a cost to himself. The idea is not fully 
grasped, and seldom adequately expressed, that interest on in- 
vestment is a charge to cost. 


Confusion Between Cost and Profit 


The confusion between cost and profit arises again and again, 
and frequently the argument that interest on investment is not 
a cost is based almost entirely on the assertion that it is a profit. 
Thus, A. Lowes Dickinson, C. P. A., declares in the Journal of 
Accountancy for August 1913, page 89: “The fundamental ob- 
jection to treating interest and rent—which, except in so far as 
it includes compensation for services rendered, is only a form 
of interest—as an integral part of the cost of manufacture is 
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that all int fact profit.” This fallacy is repeated by 
every writ that there is an “anticipation of profits” 
by reckoning n investment into costs. 

The san icy—of substituting assertion for argu- 
ment or ¢ involved in the declaration that the total 
return fro rprise is to be considered as a profit divisible 
among the } “contributors” (Mr. Dickinson’s term), 
namely: (1 of the capital (other than land and build- 
ings), (2) t 1 who has provided the land and buildings, 
and (3) th r entrepreneur. Obviously if interest on 
investment 1 t is not cost, but let us have first an exact 
argument and nd reasoning as to whether it is cost, or profit. 
If the conclu that interest on investment is a cost, then 
wherever it aj 1 cost that appears and not a profit. 


rge for the Use of Capital 


Interest t is a cost and not a profit because it is 
a charge for t f capital, and there is a cost for the use or 
service of cay t as for the use or service of labor or land. 
When atter ixed on the fact that physical assets—plant 


and inventor constant use, it is not hard to secure an 
agreement t of such assets cannot be provided free, 
and that to } nust mean a cost to the one who makes 
this provisior nagement provides its own capital, the 
economic cost than if others provide it. (Although Mr. 
Dickinson arg nterest on investment is not a cost, he cor- 
rectly says, . nanner in which capital is provided cannot 
affect the cost facture.”’)* 


De} Charge for Consuming Capital 

Many write! that depreciation is a charge for the use of 
capital. Th .dequate adjustment in respect to the use of 
the machine be, secured through the charge for de- 
preciation, or sp g more accurately the expired outlay upon 
productive {nd “Modern cost accounting does provide 
an adequate char; for the use of manufacturing facilities 
by arranging for a proper charge to output for the depreciation 
caused by th facturing process. By this assessment for 

1 Quoted in J incy, May, 1913, by J. Lee Nicholson, from 
Mr. Dickinson’s in the Papers and Discussions of the 23rd 
Annual Meeting n. Assn., April, 1911, p. 120. 

2J. E. Sterrett, ‘ 4 Journal of Accountancy, April, 1913, p. 242. 
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depreciation .. . the entire capital investment is preserved with- 
out impairment.”* Both of these quotations refute the argument 
they seek to make, for they both reveal the essential character of 
depreciation as a cost of exhausting an asset—not a cost for its 
use unimpaired, 

Consider the analogy of a charge for the rent of a farm. What- 
ever the amount of that rent, the assumption is that the tenant 
will not exhaust the land, but by a reasonable rotation of crops 
and good use maintain its fertility. Even when he does this, and 
if he paid all taxes and insurance on the premises, he would still 
expect to pay something for the use of the assets placed at his 
disposal. 

The analogy is perfect if one considers the rent of a city lot 
where there is no question of depreciation. If the tenant pays all 
the taxes, he would still expect to pay for, and there is a cost to 
someone to provide, the capital value that he uses. 

The conclusion seems warranted, therefore, that, as a matter 
of correct principle, interest on investment is a cost for the use 
of capital, and that depreciation does not meet the requirements, 
since depreciation is a cost not for the use of capital but for the 
exhaustion or consumption of capital. 


Practical Advantages 


Every writer who has attempted anything like a thorough dis- 
cussion of interest on investment admits that this element must 
in some way be included in the selling price. In other words, in- 
terest on the plant and inventories, which are the tangible ex- 
pressions of the capital invested, must be taken into consideration 
at some point, for if the net profit resulting from trading does 
not exceed the amount which the capital might earn invested in 
standard bonds yielding ordinary rates of interest, then from an 
investment point of view the business is not worth while. The 
only question is then at what point interest should be included in 
the accumulation of a total cost to sell. 

This brings us to an argument of utility or convenience, and 
the reasoning in regard to this important matter has been con- 
siderably obscured by constantly dealing in generalities, especially 
by the opponents of interest inclusion, who have never so far as 
the record is available, indicated clearly how they would deal with 
the practical problems which the cost accountant has to meet. 


8 Edward C. Gough, C.P.A., in Journal of Accountancy, June, 1913, p. 474. 
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particularly during periods of curtailed production when part 
of a plant is lying idle, or in other words, when part of the capital 
is not producing. The principle is well established among ex- 
perienced cost accountants that for each operation the normal 
burden should be determined based on normal activity of opera- 
tion, and if a plant is not operating on a full schedule, the burden 
applicable to the idle time is a direct loss, and not an additional 
cost for the manufacture of the limited volume of output. 

Current charges showing all the expense, including interest on 
the investment, of carrying this unused capacity for manufactur- 
ing are much more likely to arouse an executive or board of di- 
rectors to action than a mere memorandum of approximate fixed 
charges, prepared as an estimate of the burden on unused manu- 
facturing capacity. Since the determination of accurate rates for 
overhead or burden, and particularly sound reasoning in regard 
to these rates when they are determined, are about the most im- 
portant functions of a cost department in a modern business, it 
seems clear that no pains should be spared to get the burden rates 
accurate, and particularly that they should be made to include 
all the recognizable costs of operation. 


Bookkeeping for Interest on Investment 

Since this paper is presented to a joint association of econo- 
mists and instructors in accounting, it is pertinent to consider 
bookkeeping methods by which the interest charge may be calcu- 
lated and applied to costs. 

The method which is uniformly much to be preferred is that of 
determining the asset values of all kinds, wherever found, and 
calculating the interest thereon as a charge through the various 
channels of rent, equipment charges, inventory charges, etc., with 
a corresponding credit to an account known as Interest Charged 
to Cost, which is a credit each period to the Loss and Gain ac- 
count, and as such is available for dividends, if not offset by losses 
of one kind or another. This method, in fact, is the only one 
that can be worked out in a practical way in an industrial estab- 
lishment that requires careful analysis and subdivision of its over- 
head charges or burden. 


The “Net Investment” Method 


The other method is applicable to trading establishments (with 
only one kind of inventory, so that it is not necessary to reckon 
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classes of the business) or to the very 
nditions. According to this method, in- 
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even within the limited field in which it can possibly be applied, is 
that it can rarely be used unmodified. In the Harvard System of 
Accounts for Shoe Wholesalers, published in the summer of 1916, 
there is the most authoritative exposition of this method known 
to the author, and there the reader will find that interest on land 
and buildings is specifically excluded from the “net investment” 
calculation, for the good and sufficient reason that it is a charge 
to a Rent account, which must be set up completely, and inde- 
pendently of other expenses, if any comparison is to be made be- 
tween businesses which operate in premises owned and businesses 
which operate in premises rented. This difficulty would be much 
more serious in a manufacturing establishment, where interest on 
the investment must be reckoned for the equipment, usually in 
several different subdivisions, and on three, or perhaps four, dif- 
ferent kinds of inventories. 

Even in a merchandising business, such as wholesaling shoes, 
the plan as defined breaks down, to the extent that further excep- 
tions must be made, if the proprietors are interested to get an 
accurate measure of the results between selling shoes, for example, 
and rubber footwear, which most of these establishments also han- 
dle. In a business like wholesale hardware it would be indispen- 
sable to reckon fixed charges on inventories by classes, in order to 
measure the results in a satisfactory way. Whenever fixed charges 
require any considerable division the “net investment” plan breaks 
down completely. 

Whenever an attempt is made to use this method attention 
should be fixed on the sum of the two charges, namely, interest 
on borrowed money and interest on capital owned. If the busi- 
ness operates with extensive borrowing, the interest charge on that 
account will be large. If the owners have provided most of the 
capital, most of the amount charged into cost will be credited to 
the account Interest Charged to Cost, and then to Loss and Gain. 


Some ANSWERED 


The distinction of leadership in opposition to the inclusion of 
interest on investment as a charge to cost has generally been ac- 
corded to A. Lowes Dickinson, C.P.A., who presented his views 
some years ago before the American Economic Association. This 
article with some supplementary material was reprinted in the 
Journal of Accountancy for August, 1913, and is one of the ablest 
statements of the view that interest on investment is not properly 
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an elem ng cost. Mr. Dickinson presents the 
same vies book on Accounting Practice and Pro- 
cedure. 
erest and Rent 

By th it supports this view, Mr. Dickinson 
reaches rent also should be excluded from 
manufact This opinion will probably be condemned 
without d isiness man who has realized the stern 
necessity t in order to continue his manufacturing 


or other | 


Some ¢ indlord’s functions, in fact, is pretty 
certain to nufacturer that he has not reckoned on 
the whol perations with buildings and equipment 
owned until p the accounting equivalent to what his 
landlord \ manufacturing operations were being 


carried on ngs, or with leased machinery. 

The lan ay insurance, taxes, and repairs, unless 
these charg by a tenant as part of the terms of the 
lease. He oss from depreciation. Even the most 
liberal rey rely check the deterioration and obso- 
lescence of [t may serve well for a generation or 
longer, bu y comes when because of structural 
weakness, « y of modern design or a better location, 
it cannot | uly. This lack of fitness is essentially 
a landlord’ 

The land possible, to charge as rent enough to 
make his p1 . fair return on the investment. If the 
title passes to the man who has hitherto been the 
tenant, do y less—in any sense, either practically 
or as an e y—to make shoes or shirts, furniture or 
machinery i r because he now owns it? It is true 
that he no the landlord’s charge, but can any- 
one conten t is manufactured cheaper than be- 
fore? Th videnced negative. 

It is cert n into the depths of economic theory 
thus to con 1 rent. In the article referred to, 
Mr. Dickins note which reads, “It may be well to 
mention her Ly include something more than interest, 
in which cass nay properly be included in cost, and 
further that fice rent, convenience and the relative 
unimportanc nts may sometimes justify their inclu- 
sion in the ce duction or selling, usually the latter.” 
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The reader who will refer to Mr. Dickinson’s article will see 
that although he speaks of rent, or rentals, as merely a kind of 


profit, and on that reasoning not chargeable into the cost of 


manufacturing, the footnote makes some recognition of the fact 
that certain expenses of doing business frequently comprised in 
the term rent, such as insurance and taxes on the buildings or 
rented equipment, and also depreciation and repairs, are inevitable 
items in a charge to cost, because of their actual and unavoidable 
character, which finds expression in the ultimate disbursement 
from the cash drawer. 

The footnote refers to a paragraph in Mr. Dickinson’s article 
in which he speaks of the landlord as a partner in the business. 
It seems to the present author unsound in theory and wholly im- 
practicable to regard a landlord as a partner in a business in re- 
spect to the capital he has invested, but not in respect to the taxes 
and insurance that he pays, his outlay for repairs, or his loss 
through depreciation. Practical common sense seems to say that 
the landlord is a creditor rather than a partner or “contributor” 
(Mr. Dickinson’s term) to the enterprise, so that what is paid to 
the landlord is clearly a cost. 


Inflated Inventories 


The objection is often made that to reckon interest into cost 
“inflates” the value of an inventory. This objection is a part of 
the same fallacy which alleges that interest is a profit, for if in- 
terest on investment is shown to be a cost, it logically and prop- 
erly raises the value of manufactured goods as much as any other 
cost, and there is no “inflation” by including it in the inventory. 

Now any inventory of manufactured goods has used capital, 
frequently in huge quantities, in the process of conversion from 
raw material to finished product. It has also used capital in the 
possession of the producer before coming to the manufacturer, 
and the purchase price to him is higher accordingly. If it has 
used capital it therefore has, indisputably, a greater cost. If 
the manufacturing business has been sensibly managed, the pro- 
duct is worth what it has cost in capital in its last stage (manu- 
facturing), just as much as in any previous (producing) stage. 
To be specific, the capital cost of converting seasoned lumber into 
furniture is just as inevitably an addition to its cost, and just as 
fair an addition to its inventory price, as the cost of seasoning it 


beforehand. 
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In pital to manufacture, more or less capital 
accoré product made, and according to the 
manuf pursued. Frequently a liberal use of capi- 
tal di ts, and the too meager use of capital in- 
creases oth Interest on investment is the conventional and 
logical ng pital cost. 
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any pos d” costs because of a calculation of in- 
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ject to 1 t on investment are known to the writer 
to have pproval inventories in which goods were 
taken h preceding annual inventory, because, for- 
sooth, w ume they “cost more to make” during 

the late ng the earlier. In this proceeding we 
have an not in any proper sense cost-to-manu- 
facture u led to inventory values “at cost.” 

Situat eal most conclusively the fallacy of the 
old-fashi irging all burden into cost, or if a nor- 


mal burd ited, the mistake of adding a “supple- 
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) difference in the net profit, according 
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minish. If it is the practice to undervalue the inventories, just 
the reverse effect is produced. 

If it is desired to have the inventory conservatively stated in 
total, it is altogether better to make a suitable reserve to ac- 
complish that result, rather than to leave out essential and calcu- 
lable elements in the cost. 

Auditors not skilled and experienced in industrial accounting 
certainly encounter difficulties in trying to decide on the signifi- 
cance and sufficiency of much that passes for cost accounting. 
The errors of this kind, committed in good faith but in blissful 
ignorance of realities, are likely to far outweigh any possible 
overvaluation resulting from debatable elements in a scientifically 
calculated cost. 

Let no one infer from these remarks that the writer underesti- 
mates the importance of being conservative in valuing inventories. 
Accountants should strive zealously to see that items or values 
that do not belong in the inventory are excluded. There may be 
many considerations to influence the adoption of a price below 
cost on inventory items, or a liberal reserve against the total, or 
important sections, of the inventory. If there are good reasons 
for such action in a given case, by all means observe them con- 
sistently, but if cost is the basis, by all means get it all in. 


Alleged Difficulty Regarding the Rate 


An objection raised by those who oppose the inclusion of in- 
terest on investment is the difficulty of deciding as to the rate that 
should be used, but the argument on this point is really part of 
the confusion between interest and profit. 

There will be no great difference of opinion among well in- 
formed people as to what is a fair investor’s rate with proper 
security for principal and income and reasonable marketability. 
The Harvard Bureau of Business Research recommends the use of 
“the ordinary interest rate on reasonably secured long-term in- 
vestment, in the locality in which the business is situated. In 
measuring the result of his business, as has already been pointed 
out, the business man, if he thinks about the subject at all, com- 
putes the amount of interest which his capital would earn if he 
invested it in something else. The Bureau has determined from 
its inquiries that there seems to be in each locality a definite idea 
as to what constitutes a current rate of interest.” 

It might well be added that the rate of depreciation is as diffi- 
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etitors are interested in establishing a 


e of the Rate Chosen 

On nical and scholarly articles that has ever 
appeal to the inclusion of interest on investment 
as a ¢ hat by George O. May, C.P.A., in the 
Journ for June, 1916. Mr. May’s article is 
given « scussion of the rate that shall be used. 

Th nt against the inclusion of interest in 
Mr. M 1 on a confusion between the returns on 
capital the proprietor for his skill or risk. It 
May does, to “compensation of the 

returns for the proprietor’s capital 

can b r standards with considerable accuracy, 
and wh is a return for something besides capital. 

Anoth«e neluding interest, W. P. Hilton, C.P.A., 
writing f Accountancy for October, 1916, speaks 
of adoy by the “treasonable expectancy rate” is 
made 

We « Mr. Dickinson’s statement that “if any in- 
terest 1 ed, it can only be a rate which repre- 
sents a n for the use of the capital.” It is true 
that pi ; point Mr. Dickinson argues that in the 
compens pital there is involved a large and im- 
portant , and any argument on this point must 
admit tl interest rate in practice which is entirely 
free fro nt rate, or reasonable expectancy, how- 
ever, 1S £ ood among business men. 


H Ven Regard Interest on Investment 
In the a Mr. Dickinson, Mr. May, and others who 
oppose tl f interest, reference is made repeatedly to 
the retur1 tment in a given industry. Nearly every 
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accountant would agree with Mr. May when he says, “The rate 
which will attract capital into an industry would seem to be one 
of the things which accounts should help to determine . . .,” but 
the rate which will prove attractive in a given industry can be de- 
termined with even greater clearness by charging interest into 
cost than by leaving it out. 

If the attention of prospective investors is fixed on the probable 
rate of return on capital embarked in a particular enterprise, it 
seems certain that they will make a comparison between the con- 
ventional investors’ rate and the amount that they can expect to 
earn from the investment in question, or, in other words, how 
much better they can do in the new industry than with their capital 
invested as it is. 

Capital has a fairly well-determined market value, but loss or 
gain is a function of management. Men may be more or less suc- 
cessful, have more or less good luck, but irrespective of these 
considerations, they have an inevitable fixed charge for capital, 
just as inevitable as a fixed charge they would have for rent if 
they were engaged in business using leased property. 

When reference is made to “that rate which will attract capi- 
tal into an industry,” on a premise that interest on the invest- 
ment is excluded, the reasoning is that the total net business re- 
turn is a residue. This is the idea which the modern economists 
refute when they insist that the charge for capital shall be paid 
first, and that the residue shall be profit only. 


The Government’s Attitude Towards Interest 

Prior to the war, the principal official statement on behalf of the 
United States Government in regard to the treatment of inter- 
est in costs was in a pamphlet published by the Federal Trade 
Commission under date of July 1, 1916, “Fundamentals of A Cost 
System for Manufacturers.” 

Under the subject of building expense, page 11, the pamphlet 
says: “Rent includes a return on the investment in addition to 
the items named (the items named were insurance, taxes, deprecia- 
tion, repairs, heat, light, elevator and janitor service, and water). 
So when it is desired to make comparisons between plants where 
the building is owned and where it is rented, the return on the 
investment must be taken into consideration.” Since this com- 
parison is one that must frequently be made, it was helpful to 
have the Federal Trade Commission express the correct view so 
concisely, 
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letter of protest included the following comments: “To exclude 
interest on the investment, furthermore, operates to the practical 
disadvantage of the manufacturer who is conducting a business in- 
cluding all the processes from the initial conversion of raw ma- 
terial to the finished product, in contrast with a manufacturer 
who buys a great many manufactured parts and whose product, 
similar to his competitor’s in other respects, is largely made by 
assembling. The second manufacturer naturally treats his pur- 
chases of parts as material costs, and he necessarily acquires them 
at a price which has included profits equivalent to or greater than 
interest on the investment to the previous manufacturer who 
produced them. A manufacturer who, instead of buying and 
assembling, plans comprehensive detail manufacturing for every 
step that his finished product requires, should not be penalized on 
that account in stating costs and reckoning profits thereon.” 

When the pamphlet was finally printed it read, “By the term 
‘overhead expenses’ is meant the indirect labor and other manu- 
facturing expenses, and the general and administrative expenses 
applicable to and necessary in connection with the production of 
the article contracted for hereunder. It does not include (among 
other items) the following: Interest, rent, advertising, collection 
expenses, credit losses and customers’ discounts, and such taxes 
as income and excess-profits taxes imposed by the United States 
Government (interest, rent, and selling expenses, will not be al- 
lowed as part of the overhead cost but may be the subject of 
special compensation when so stipulated in the contract).” 

We have no knowledge of reasonable rent charges being thrown 
out of government contracts during the years 1917 and 1918, but 
numerous instances have been reported of interest on investment 
being excluded. This method of handling the contracts has given 
an important and unfair advantage to the manufacturer whose 
product is largely assembled or who is renting buildings or equip- 
ment. 


Significance of Turnover 


It should be clearly understood that the issue raised in respect 
to government contracts is not one of more profits or less. When 
the manufacturing cost has been correctly determined, it may be 
fair to the manufacturer to give him a 10 per cent profit, or it 
may be that he should have more than 10 per cent on goods which 
take a long time to manufacture and accordingly have a slow 
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pensation may fairly be exacted. This is not @ conclusion that 
a manufacturing or public service corporation whose prices or 
rates are attacked can afford to admit, more especially as those 
attacking the rates are not bound by the interest rate adopted, 
as the corporation might be.’” 

There may be some doubt in the minds of the general public as 
to what is a fair compensation for management, but there can be 
no doubt that any article or service provided for the public must 
be paid for at a price which will include the cost of material, la- 
bor, and burden, and a fair return on the capital employed. It 
seems almost certain that if these factors are set forth clearly, the 
argument will take shape much more rapidly in regard to the fair 
compensation for management. It is generally true that the more 
clearly a case is stated, the more quickly is it understood, and a 
conclusion reached equitable to all concerned. 

This argument involving a calculated return on capital and a 
reward for management is taken up more in detail by Mr. George 
L. May in his article in the Journal of Accountancy in June, 
1916. Mr. May says: “Upon any great question the tendency 
must be to reduce the issue to the simplest terms. The fair dis- 
position of the results of organized industry is one of the great- 
est of questions, and the issue here is reduced in the public mind 
to one between labor and capital—everything that does not go to 
labor is regarded as going to capital. The elements other than 
labor entitled to compensation may in the economic mind be sub- 
divided, and the economist may attempt to differentiate between 
pure interest, compensation for risk, the reward of the entrepre- 
neur, etc., but in the public mind and for practical purposes these 
elements are combined in capital. Moreover, in general, once an 
enterprise is launched these elements are vested in the same body 
of individuals, so that the fact that the isolation of the elements 
is not possible except in theory does not cause any difficulty in 
practice.” 

There may be difficulties, as Mr. May says, in interpreting to the 
public mind the “differences between pure interest, compensation 
for risk, and the reward for the entrepreneur.” Mr. May real- 
izes, of course, that whenever there are bondholders of a corpora- 
tion the capitalist element in that enterprise is not wholly “vested 
in the same body” as the management, and that distinction ap- 
plies more or less when there are preferred stockholders. It is 
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surprising t f no interest is charged on capital, it is 
thereby iblish the claim of capital as one that must 
first be s he residuum of conducting business. 

In fac n too friendly to the idea of interest on 
investme! Mir. George Mahon, makes a very different 
interpretation ¢ 1e business man’s interest from that made by 
Mr. Dick Mr. May. Mr. Mahon’s view is apparently 


that the incl nterest in cost tends to insure to the capital- 
ist at lea part the return to which he is entitled, provided 
of course t t something to divide.’ 

This di s on the issue which is at present raised 
between the ] party in England as represented by Mr. Ar- 
thur Hend | the Women’s party as represented by Mrs. 
Pankhurst ! Labor party would apparently insist on labor 
having a | of all that accrued in the way of earnings 
from a bu in established minimum of returns has been 
accorded to list. Mrs. Pankhurst, on the other hand, 
says that t .nagers of the business are entitled to a 
large returt heir management, recognizing that at present 
only such vards will induce the skilled accomplishment 
which society n from these experienced managers, in order to 
bring the tot tion of the community to its highest point. 

Whiche\ vy is taken as to how the division is made, it seems 
a fairly saf liction that the reasoning and sentiment of the 
community W her steadily advance towards that simplification 
of the terms, an er understanding of the argument which is 
accomplished ning interest on the capital as an undis- 
puted mini turn, and therefore limiting the debate to 


the profits, if rue, after the capital return has been pro- 
vided for. 


7 See Journ ’ October, 1916, p. 255. 
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INTEREST ON INVESTMENT AS A MANUFACTURING 
COST FACTOR—DISCUSSION 


Lewis H. Haney.—1. Argument based on assumed identity between 
economic and business costs.—Mr. Scovell’s first argument may be 


stated to be “the argument based upon an assumed identity of eco- 
nomic cost and business cost.”” The two concepts, however, are very 
different, and cannot be made the same. The accountant deals with 
a particular business concern. He takes what to the economist is a 
short-time point of view. He is concerned with the financial results 
of the particular concern. To the accountant price equals cost plus 
profit. The economist, on the other hand, deals with a whole society ; 
he does not even confine his attention to business, let alone a single 
business concern. He is concerned with long periods of time. Finan- 
cial results only interest him indirectly, as his ultimate interest is in 
wants and sacrifices. In economics price equals cost,—even profits 
is regarded as a share in distribution which the entrepreneur must 
have. 

Mr. Scovell says that if the management provides its own capital, the 
“economic cost is no less than if others provided it.” This statement 
is absolutely true; but it concerns economic cost only. The question 
at issue is accounting cost. The sacrifices of saving and waiting are 
present; but is there any interest or investment in the particular case 
with which the accountant happens to be dealing? As a matter of fact, 
no interest at all may be earned. If there is any interest it is not an 
expense to anyone, but is income to the owner. 

2. Arguments based on analogy between interest and other shares in 
distribution.—Mr. Scovell, in his paper, states that there is a “cost” 
(sic) for the “use or service’ of capital, just the same as for labor or 
land. But the capitalist owner does not pay for the use of his own 
capital, while he does incur actual expense for hired labor and land; 
and I maintain that the fact that there is actual outgo in the latter case 
makes a difference which for the accountant is fundamental. 

Another difference lies in the fact that if he did not pay his hired 
laborers their wages, they would stop the works; while no such re- 
sult would follow if his accountant should not enter an interest charge 
on the books. My point is merely that these things constitute a dif- 
ference, and controvert the argument from analogy. 

Especial reference is made to the analogy betwen interest and rent. 
On this point I do not concede that interest and rent are the same. 
Land is different from capital ; it is a non-fungible element which is not 
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lipment account as is capital, but remains 
ecific delivery. This fact finds expression 

rent contract calls for an actual outgo 
t of the net earnings of the business, which 
nterest. The case of a tenant farmer is re- 


ed that, because he pays rent, which is to 
erest is a cost. Now in the first place, 


not a cost in economics, and that the an- 
st and accounting cost falls to the ground 
nt I would make is that the rent is actually 


nd must be paid before the net earnings of 


Furthermore, the difference between money 
tes my point. If money rent is referred to, 
represents outgo to a completely separate 
ypposed to the farm business; and accord- 
business. If, however, share rent is re- 

1e rent depends in part, at least, upon the 
Therefore, the farm owner is not entirely 

\f the tenant, and rent and profit can not be 
a tenant buys his farm and becomes an 
luction remain unchanged; but here I 
igain shifting from accounting cost to 
rent which remains the same, and would 
first owner had given the tenant the use 
hermore, please note that rent as an outgo 
when the owner and the former become 
isked, ““Does it cost the owner any less 
same crop?” Other things being equal, 

He has smaller outgo to account for on 
mean a lower “accounting cost’? The 
tually greater, by the amount of the sac- 
:pital invested in the farm. In fact, under 

st of the capital invested in the farm just 
nt which the tenant formerly paid. The 
er than that of the tenant. This may be 
ys: (1) the owner’s greater income is a 
ved in the investment; or (2) it may be 
iter because as owner he does not have to 
itgo cost to his as tenant. The two ways 


reciprocal. 
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Let us examine the method which Mr. Scovell recommends for making 
“interest on investment” look plausible on the books as cost. It is 
proposed to take the following steps: 


1. Take the value of assets as the basis. 

2. Calculate interest thereon at some rate not stated. 

3. Devise charges for interest which will spread this estimated inter- 
est on investment over the various parts of the investment, making 
“charges” for rent, equipment, inventories, etc. 

4, Offset these charges by setting up an account called “Interest 
Charged to Cost” (but which is really “Accrued Interest estimated to be 
earned in the Business’), to which account the charges are credited. 

5. Close this interest account into Profit and Loss, the amount being 
available for dividends “if not offset by losses.” 


To me this scheme looks like a subterfuge. The end is clearly to get 
some interest into the Profit and Loss account where it will be avail- 
able for dividends. Are dividends, then, interest? It would result in 
making some interest seem to be earned by merely crediting income with 
an estimated amount and justifying that amount by charging it to cost. 

In reality, a part of the time called interest is profits. 

But little is said in the paper under discussion of the analogy between 
interest and profits. Did time permit, I would point that in economic 
analysis price must cover profits, while in accounting profits de- 
pends upon price. I will merely state, however, that much of the 
argument advanced for including interest in cost would apply to profits. 
It may equally well be stated that profits is “cost’’ for the use or ser- 
vice of the business enterpriser; or that profits have to be received if 
the business is to be “worth while.” 

[ conclude that interest on investment and profits are inseparable in 
accounting. In economic theory the two are separate. But as long as 
capitalist-owner and entrepreneur functions are so intertwined as they 
are in the business world, the returns to the two can not be divided as 
items of expense. In fact, bond interest is partly profits, and dividends 
are partly interest. The net earnings of the owner-entrepreneur are o 
mixture of interest on investment and profits on enterprise. 

8. Argument based on “opportunity cost.”—Mr. Scovell states that 
“if the net profit resulting from trading does not exceed the amount 
which the capital might earn invested in standard bonds, yielding 
ordinary rates of interest, then from an investment point of view, the 
business is not worth while.” Note the “opportunity cost” idea which 
is here presented. The argument is that interest is cost, because the 
capitalist-owner might have got interest if he had invested his capital 
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in some s. The poet says that the saddest words are: “It 


might | ind accordingly I would dub this concept of cost 
the “‘sad 


that th 


is only necessary to call attention to the fact 

neerned, not with what might have been, but 
with wh siness, whose life history is recorded, is a failure, 
and does rn interest, no amount of modern cost accounting 
work cal uation. Interest has not been earned; has not 
been paid t paid. If every business man were to enter 
on his b ; the sums which he might have made, we would 
have an i situation, 

4. Argqu i general productivity of capital—Mr. Scovell 
confuses ca ral with the particular capital invested in a par- 
ticular | t is true that the economic factor, capital, must and 
does rec t does not follow, however, that the capital in- 
vested in must or does receive interest. 

The fun ital error in Mr. Scovell’s paper is his assumption of 
some rat ich all capital ought to have and which ought 
to be allowed se’ of any and alli capital. The rate of interest 
is something not to be taken for granted; and interest is not 
earned by al is. The interest rate has to be determined by 
demand and ; and what rate will apply to any particular 
business ¢ wn after interest has been earned. The as- 
sumption 1 » given business might have earned 3 per cent, 
or any ot in some other use, is gratuitous. Indeed, if all 


capital were investment, even in government bonds, it would go 


begging. 


{rqu I policy.—A chief point made in the paper is 


that it is d to include interest in cost as a matter of business 
policy. Th rse, might be dismissed with the statement that 


we are 1 | with policy, but with fundamental principles 
and truth 


This matt ne olicy raises the question in my mind as to 
what the r the movement towards including interest in 
cost. Doubt tive is in part to educate irresponsible busi- 
ness men, tl eing to prevent unreasonable price cutting and to 
establish a x policy. As Mr. Scovell says, the inclusion of 
interest on t in cost is an important factor in determining the 
manufactur ng policy. This motive may be commendable 
bl It is to be noted, however, that this by 
no means n argument for putting interest into cost. To 
obtain the end i, it is only necessary that some estimate of in- 


and social! 
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terest be made and that the business man make bargains with some re- 
gard to that estimate. At the end of the fiscal period, the net earnings 
will show what interest and profits have been earned. 

Again, it may be desired to figure in advance what prices will have 
to be secured in order to warrant the use of certain estimates for 
comparative purposes, and some good may come therefrom, although 
I am inclined to think that the results would tend to mislead, rather 
than give correct information, and certainly might do so. 

Or the aspiration may be to square the circle and to harmonize 
economics and accounting. This, however, is impossible. There need 
be no conflict or inconsistency between the two any more than there is 
between the society and individuals. But the two are by nature dif- 
ferent. And economic cost and accounting cost cannot be made 
identical. 


Other motives exist, however, which are more sinister. During the 
last few years, there has been a general tendency in the business 
world to eliminate competition in price. We have had an organized 
propaganda for the maintenance of resale prices on manufactured ar- 
ticles; we have had a movement to allow the value of raw materials 
from property owned by the producer to go into cost, by charging de- 


pletion and depreciation, not on a cost basis, but on a value basis. We 
find many accountants standing for the value of the investment, as a 
basis for price fixing, ete. And Mr. Scovell, I judge from his paper, 
would stand with such accountants. Also the portentous growth of 
associations in all industries is a well-known phenomenon; and these 
associations generally center in the idea of what is called “uniform 
systems of cost accounting,’ a phrase which may mean systems of 
uniform costs. Now comes an effort to put a fixed return on investment 
into cost. Where will it all end? 

Are we to reach some advanced economic stage in which the “indus- 
trial engineers’” art will enable the tired business man to sell “at 
cost” and still receive a return on his investment? 

6. Government authority.—With regard to Mr. Scovell’s reference 
to the Federal Trade Commission, I can only say that the quotations 
presented merely indicate that to a limited extent, for comparative 
purposes, the Commission indicated that interest and rent might be 
“considered.” The pamphlet quoted does not state that interest is cost. 

I would further call attention to the fact that in all its numerous 
reports made to the Price-Fixing Committee, the Commission has ex- 
cluded interest from cost. I cannot but feel that Mr. Scovell has gone 
too far in citing the Federal Trade Commission as a sponsor for the 
idea which he is defending. 
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f my remarks may be summed up as follows: 
gnize the impossibility of making the accounts 
s square with the distribution of the social 


al economics differs fundamentally from pri- 


ground, my reasoning is as follows: Interest 
cost by the business man; but in any case it 


outgo cost for wages, material, depreciation, 


n is therefore one of wise definition, my con- 
ild be unwise so to define cost as to include 
n the economic sense. 
st in the private acquisitive sense and might 
accountant, But if “interest on investment” 
but a hypothetical book entry which would 
is no general assumption to be made that 
all cases. It may not be earned at all; it 
of the investment; or a very low rate only 


ntire investment. In any case it is practically 


terest and profits. 


accounting costs, therefore, interest must 


real; that is, it must represent payment to 


th the business and must be independent of the 


st is actually paid, and is paid for the use of 


W 


hich is absolutely dissociated from the busi- 
mere capitalist—then that interest payment 
cost. 

made to the estimation of interest for com- 

uch estimate should be recognized as being 


tgo cost, and as having no significance as de- 
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EFFECT OF GOVERNMENT CONTROL ON MARKETING 
METHODS AND COSTS' 
By B. H. Hisparp 
The University of Wisconsin 

Before modifications were made or attempted two views were 
prevalent concerning the marketing situation. The first was the 
view held widely by the people who are dominated largely by the 
instincts of the reformer, the people who want something done, 
but who may not know just what. This class of people have 
strong convictions that the marketing system is hardly a system 
at all; that it is, to speak mildly, chaotic. Many who used less 
moderate language characterized it as robbery, organized and 
unorganized. Middlemen were wicked, producers and consumers 
were a set of dupes, victimized by anyone and everyone who 
bought from or sold to them. The only hope for improvement 
was in revolutionary methods whereby the machinery of trade 
should be taken out of the hands of those engaged in it and con- 
trolled by those whose interests, either as producers or consumers, 
are involved. 

The second view was held by the laissez-faire thinkers who be- 
lieve that while the market may be somewhat chaotic, the reform- 
ers are quixotic, and thus the least done, the soonest mended. 
This laissez-faire class is impossible of designation, being found 
in all walks of life, and in every avenue of industry. It is safe 
to say, however, that those most likely to be disturbed by the re- 
formers are, as a group, most favorably disposed toward the con- 
soling doctrines of laissez faire. They are convinced that there 
is an adequate business reason for the apparent waste in shipping 
wheat from Kansas to Minneapolis, and from Minnesota to Kansas 
City at the same moment. They are confident that the packing 
interests would not have been so concentrated had it not been for 
the economic good of the country as a whole. They justify the 
Standard Oil Company on the ground of efficiency, and the waste- 
ful method of delivering groceries on the ground of catering to the 
wants of fastidious customers who must get their money’s worth, 
or, forsooth, they would do their trading in some other manner. 

1This paper is in the nature of a preliminary sketch of work which is being 
done by the Committee on Markets, of which Prof. L. D. H. Weld is Chair- 


man, It is planned to publish the completed reports as soon as they can be 
prepared, 
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to be found somewhere between these two 

entific investigator is sure in his findings 

it of the reformer, and yet to incur the 

npt of those who are convinced that market- 

ympetent to cope with marketing questions 

nee from the outside means so much need- 

<pense, 

nto the war in 1917, the federal government 

Food Administration and the Bureau of 

xigencies of the case. The efforts in regard 

or more of three forms: (1) control over 

eted, (2) control over, or influence upon, 

control over the processes of the market. 

ade possible through a series of licenses 

ies of commerce. The notable instances 

each of these principles are the control 

coal, wool, and in a much modified sense 
ind dairy products. 


oT 


Control Over The Goods 


goods was made possible through the creation 


corporation in the case of wheat; a pur- 


at, and meat products; sugar was con- 
nal sugar committee which coéperated with an 
ir committee; regional milk commissions with 


ng power were appointed. All of these agencies 


thority of the Federal Food Administration. 
hannel the wholesale trade, and the retail 
£100,000 in annual transactions, were sub- 

f licensing. The Fuel Administration was sepa- 
| Administration, but quite similar in its work- 
ere set, and the distribution of coal controlled. 
\igh complete, control was exercised with re- 
r, sugar, coal, and wool. Control was possible 
was hardly so in others. For example, 


ontrolled through exportation and milling pri- 


of flour depended on the codperation of the 
consumers to a great extent, yet the machin- 
y well perfected for requiring the sale of sub- 
iantities with wheat flour. Control of meat and 
far as export trade was concerned was com- 


of the domestic use of meat was far from 
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complete. In fact it was all but impossible to control the con- 
sumption of meat due to the wide distribution of meat animals 
over the country. 

The sugar control was relatively easy of administration on ac- 
count of the method by which it is brought on the market. A large 
part of the supply is imported and hence is centered in a few 
hands, while that which is made in this country goes through a 


relatively small number of factories. Thus the government could 
begin at the source and keep the sugar in hand till it reached the 
retailer, and in case the retailer failed to live up to the require- 
ments further supply could be withheld from him. 

One of the best instances of control is that of coal. Coal is a 
prime necessity. It is produced in relatively few places, all of 
which are known. Very little of it can be used without shipment. 
Having control over the railroads, it was but another step to 
control the shipment of the coal. In this manner it was possible 
to send coal where it was needed, and after the price was fixed 
the distribution on the basis of needs was not difficult. The real 
difficulty was in getting the coal mined and hauled. 

The wool control was not put into effect until the spring of 
1918, but it proved feasible. Wool cannot be used to any great 
extent locally without a milling process. It all comes to the 
market, and the government takes charge of the entire marketing 
machinery. The government thus gained control of the whole 
wool clip of the year. By so doing two things were accomplished : 
(1) the government could direct the manufacture of the wool for 
military purposes; (2) the price was set. It is not so clear how 
the government is going to dispose of wool which now it does 
not want. 

It was the belief of the Food Administration that the exigencies 
of the case were such that goods must be sent to people who 
needed them rather than to those who were most ready to pay 
for them. This is a species of rationing. It would be extremely 
difficult to determine that a given amount of any commodity, 
based on previous sales, should be sent to each local market with- 
out first knowing that it would be in demand. Coupled with the 
effort to get goods to the points where they were most needed there 
has been another effort to consider the problem of the cost of 
transportation. Coal has been handled in zones, wheat in zones, 
and in one or two notable instances state councils of defense have 
put on campaigns to induce people to use home-grown products 
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lless hauling. We have learned that free 
ring of effort in meeting trade demands, and 
methods are not in accordance with social] 
onomy of a very literal sort. The demand 
irticles is, however, so inelastic that there 
willingness of the people to take them. 
Hotspurs to “cavil at the ninth part of a 
omplete control could not have been ap- 
hings. For instance, not to potatoes, 
nuch controversy; not to milk, on which 
istory. It could be applied only to bare 
se did the Food Administration under- 
drastic measures. Until some painstaking 
prove the thesis, it will be very generally 
stress of war the socialization of the 
WAS a suCcCeSS. 


| Over Prices and Profits 
the 


government during the past eighteen 
o markets, has been to establish fair prices 


es of competition were disorganized and 
society the benefits of their influence. But, 
petitive forces were in such a plight as to 
ne at the expense of others, and at the same 
king of all forces in the prosecution of the 
licy of the government with respect to price 


her plans and processes of economic life was 
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he other hand it made a Herculean effort 

, which was more like the frantic struggles of 

while at sea than the deliberate program of 
damaged craft in dry dock. 

bnormal demand for certain goods. The 
eption. At the same time production was 


1t the prices of most necessities were des- 


y was very generally recognized. The gov- 


to assume large authority in the matter. 
tion Act gave the President power especially 
|, coke, and wheat. At the same time he 
margins of middlemen on any commodi- 
termed necessaries. This latter power was 
th a view to the control of prices of com- 
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modities after they left the producers’ hands rather than to setting 
prices at which goods should be produced or sold. The feeling 
was strong against the boosting of prices along the way from the 
producer to the consumer. Special committees were promptly set 
at work to determine the prices of wheat and coal. Later special 
commissions worked at other price fixing, prominent among which 
were the milk commissions, and the committee on hog prices. 

One of the most noticeable phases of the whole episode of price 
fixing was the almost naive dependence on the cost-of-production 
theory of value on the part of those charged with the duty of 
naming the figures at which goods should sell. “How much did 
they cost?” was all but invariably the primary question asked. 
In the case of certain middleman margins in which the government 
has concerned itself the cost was as a rule ascertainable, and, 
moreover, fundamental. In the case of the production of coal, 
milk, wheat, and live stock, it was not ascertainable; and, were 
it for a given time to be known just what costs were incurred, for 
example, in the production of each quart of milk sold on the Chi- 
cago market, it is by no means clear what the price would, or 
should, be. It is reported that in the case of coal the attempt to 
give some of the small producers a living price resulted in allow- 
ing handsome profits to larger producers. This was true also of 
millers; the able business men in that work made more money than 
ever before. From the standpoint of a student of theories of 
value, nothing could have been staged that would have borne out 
the views of modern economists more acceptably than the abortive 
attempts to base prices on cost of production, such as have been 
made during the past eighteen months. At the same time it so 
happens that the prices which have best stood the test of trial in 
practice are those which, due to lack of time and facilities for 
making the necessary inquiries, were in no sense based on cost of 
production; as the price of wheat, which remains practically un- 
changed for three years, and the price of coal, which has been 
several times readjusted in order to bring out the required supply. 

The control over profits has taken several forms. In the case 
of price-controlled commodities, the government has allowed cer- 
tain prescribed percentages as a maximum profit, but, contrary 
to popular opinion, has not guaranteed them. The manufactur- 
ers of condensed milk were allowed to make a 10 per cent profit, 
but at times they actually suffered losses. So also with butter 
and cheese dealers. The big packers were limited to 9 per cent 
on meat handled. 
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ng within the trade was in many instances re- 

1 transaction, unless it could be shown that the 

g the goods, not mere profit. The margins to 

lesalers and retailers were suggested in some 

| in others. One of the main purposes of the 

on was to bring the whole influence and strength 

to bear on prices in such a manner as to allow 

inded by price inflation due to natural causes, 

price increases which meant individual gain to 

sponding loss to others. Speculation is the word 
part of this field. 

of trade were to be kept from speculating on the 

ind war. To this end futures were forbidden in 

| limited in others. As Mr. Hoover stated it: 

Food Administration is to regulate profits to 

isis in order that no greater tax shall be placed 

er by virtue of the high prices than bears a 

) producers’ receipts.” Speculating was dis- 

nstances, prevented in some. Hoarding, a kind 

vas prohibited, and where discovered was punished. 

instances of price control are those respecting 

flour. In all reason, we should have been pay- 

four times as much for sugar during the past 

id it been left to the mercy of speculators and 

would have reached unheard-of prices, at least 

\merica, had a free reign been given the trade. 

nped to about $3.50 a bushel under the combined 

ted foreign buyers and enthusiastic domestic 

May, 1917. The government price on wheat was 

| adequate. Correspondingly, the price of flour 


. barrel to $11. That this was a beneficial act to 


cannot be doubted. That flour would have 
zh point of 1917, or gone still higher, is the 
judges. 
ver hog prices has not followed an even or satis- 
t the farmers were induced to raise the hogs; 
used its power to hold prices up, and to keep 
price of pork has not gone out of reach. 
getting a real start in price making when the 
to be disappearing. 


| 


Government Control on Marketing Methods 


Control Over the Processes of the Market 


The control over the processes of the market have of necessity 
been indicated to some extent in the above discussion. In general 
it may be said that it was not the purpose of the government to 
reform the marketing methods. It was not a time to try many 
experiments such as were likely to call out widespread opposition. 
There was no “Eliminate the middleman” campaign. On the other 
hand, there were, more or less under public or semi-public influ- 
ence, a great number of municipal markets established; a con- 
siderable number of coéperative delivery systems inaugurated; a 
widespread resort to the “cash and carry” method of selling 
goods; and, more incidentally than intentionally, a few middle- 
men left with no goods to handle, while in other cases the middle- 
men have increased in number. 

The municipal markets which seem to be on a permanent basis, 
started during the war, are certainly few, though there are oc- 
casional instances of such. The limits of the municipal market 
appear to be rather closely circumscribed. At one time the pro- 
ducers do not find it worth while; at another time the consumers 
get tired of going for produce. In many parts of the country the 
operation of a municipal market is limited by the climate. Alto- 
gether it does not seem that such markets have made revolutionary 
gains under the war conditions, yet they have made some gains in 
favor. 

Codperative delivery systems are reported from many states, 
but not in great numbers. They are logical and economical, but 
the present crisis has failed to develop them generally. 

The “cash and carry” plan of getting groceries and meat has, 
at least for the time, made remarkable headway. The “cash” por- 
tion of the plan has little against it, and much in favor. Not so 
much can be said for the “carry.” It is a resort to a self-suffic- 
ing economy. While a housewife may pride herself on saving a 
dollar or two a week by going after household supplies, it is 
likely that the debit side of the account, in the nature of lost time, 
car fare, and weariness, more than offset the credit. The chain 
store seems to be gaining ground, and with that “cash and carry” 
becomes tolerable. 

The middlemen are with us in about the usual numbers. Coal 
jobbers are much more numerous, due to the regulations under 
which it becomes profitable to take out a license. On the con- 
trary, the wool brokers have had little or nothing to do, the gov- 


4 53 


54 


ernmen 
ness Wl 
much a 


as 18 KI 


probal 


the chai 


vator 
that the 
of the 
the haz 

Under 


Bureau 
past f 
put int 
cerning 
kets Will 
plaint 
remainil 
offense. 
That 
raarket 
have le 
the milk 
of milk 
It is evid 
cation 
enough 
But cur 
natura! 


the san 


tending p 


has been 
effort h 
obtained 
is for tl 
tions to 


The st 


not been 


in Economic Association 


ng such as to make it possible to do busi- 
on the whole the middlemen are doing as 
rk and for the most part they are, so far 
good pay as ever. In some lines of work, 


cost 


the s of doing business have risen and 
pondingly increased. In the grain ele- 
lieved in the early months of regulation 
ices would result in narrowing the margins 
the contrary, the local buyer has found 
is usual, and has widened his margins. 
rketing processes, mention must be made 
grading, work which was in progress be 
ey. This is mainly in the hands of the 
it has been greatly expanded during the 
lations concerning perishables have been 


example, complaints are often made con- 
goods consigned. The Bureau of Mar- 
itter on request. Again there is com- 
lestroyed in order to raise the price of the 
ler the law at present this is a punishable 
of a valuable nature has resulted from the 
past few months is beyond doubt. We 
present arrangements, it is necessary for 
receive nearly as much of the retail price 
r. The facts have been brought to light. 


tition cannot eliminate the enormous dupli- 


volved. The public has at least gone far 


possibility of a more economical system. 
or perhaps it would be better to say, 
ll the contention over milk prices, about 
the final price goes to each of the con- 
not greatly unlike this in other lines. There 
nt to a higher level. The governmental 
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have been awakened as never before in a generation. Some of 
them have increased their memberships by 100 or 200 per cent. 
Others have taken on strength as well as members and have made 
themselves felt as producers. Furthermore, a large number of 
these organizations have federated and are determined to be heard 
when questions pertaining to farming are up for discussion. On 
the contrary, other organizations have been weakened. Where 
there has been substantially nothing left for the organization to 
do it has naturally become inactive. This is true of many grain- 
selling companies. 

Outside of this movement is another which is by no means 
negligible. In several states the farmers are in politics as they 
seldom have been before. The movement was not started by gov- 
ernment price and market control, but it was stimulated very 
much by it. The feeling is strong that farmers were not treated 
fairly by the governing bodies ; for example, with respect to wheat 
prices, and to a lesser extent with respect to meat prices. While 
the remedy may not appear on the surface to fit the case, it is in 
the main a determination to gain a greater measure of contro] in 
the government in order that in the future an appreciation of the 
farmers’ point of view will not be lacking on the part of those in 
charge of state affairs. 

Perhaps the most fundamental statement that can be made is, 
after all, that the government has not been trying to reform 
marketing methods. Rather, it has been trying to control the 
prices of certain essential commodities. Out of the hastily made 
program of price control we may be able to get as by-products 
some results that should be made permanent. We know more 
about markets than ever before. We have them under social 
scrutiny, license, and control. We have not, as yet, reduced the 
charges of many middlemen, much less put the men out of busi- 
ness. We are testing the antitrust law and, let us hope, estab- 
lishing surer footing for collective bargaining. We have arrived 
at a point at which it is expedient to take stock of paraphernalia 
and see what is useful and what is not in a rearranged program. 
We have had a shaking up, not a regeneration. What we have 
accomplished is unquestionably the avoidance of many things 
which if left to themselves would have been worse. 
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OVERNMENT CONTROL ON MARKETING 
HODS AND COSTS—DISCUSSION 


Our attitude towards government control of 
r information concerning this control. The 
therefore, becomes a question of fundamen- 
We must be on our guard here. An illustra- 
g clear. <A clever young newspaper man 
Dallas, Texas, last winter wrote an article 
istration’s control of the grain trade. This 
very inaccurate, was published in a popular 
1 for articles of this type. There it came 
1d Administration. It was reprinted as a 
nked throughout the length and breadth of 
paganda work of this bureau and doubtless 
iny hundreds of thousands of readers. I 
with many things discussed in this article, and 
1jor statements were misrepresentative and 
this article soon after its appearance joined 
inistration. 
phase of that propaganda work conducted 
government. Students in the realm of agri- 
ve long used the Weekly News Letter of the 


recall how this paper was once a four-page 


but has lately grown into a twelve- or six- 
ne tune with variations, namely, what the 
has done for the farmer.”” Other branches 
peting in similar publicity campaigns about 
superfluous to mention the name of Creel in 
sive the crowning illustration of the melan- 
work by the government—like its whole- 


sale bribery now reached tremendous and overwhelming 
proportions 


And here 


government will not t the people the truth about the mistakes made 


s one danger of government control; the 


in connecti yntrol, and private critics are likely to be 


punished in subtle ways at the command of the govern- 


ment. One Tees ; here pertinent, namely, that if we are to 
have gover! ntrol of marketing, then we need some form 


his control, such as a private corporation 
for its stockholders by a certified public ac- 
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countant. However, the point I wish to make is that if our ideas of 
government control are based to any extent on government propagan- 
da, then these ideas are subject to heavy discount. 

2. The complexity of government control this last year is the condi- 
tion that confronts us when we start to study this question for our- 
selves. I will speak only of the grain trade in this five-minute dis- 
cussion, for it is the only phase of government control which I was able 
to study first-hand, continuously, for a period of several months. Think 
of the complexity of this one problem. There was involved, first, the 
Coal Administration with its coal shortage and its coalless Mondays. 
These affected the terminal grain elevators, the hospital elevators, the 
grain-drying plants, the industrial alcohol plants, and other branches 
of the grain trade. Second, there was the Railroad Administration 
with its car shortage; its recurring embargoes on grains and on grain 
markets; and the impossibility of moving grain at times from country 
to terminals. In the third place, there were the unusual severe win- 
ter storms in the grain belt, affecting both the Coal Administration and 
the Railroad Administration. And again, there was the corn crop wita 
several hundreds of millions of bushels of wet corn rapidly spoiling 
on the hands of the farmer or country shipper because it could not be 
moved fast enough to the terminals where the drying machinery was 
located. Then there was the cash market for corn far above the fu- 
tures, making hedging no protection; there was oats in sympathy with 
corn, with cash above futures; there was barley reaching the high price 
of three cents a pound, or the same price as ordinary wheat was sell- 
for; there was whole wheat going abroad instead of flour, leaving the 
dairy industry without one basic feed (one cause of the present high 
price of milk). 

These complex market conditions, I say, make it difficult to learn pre- 
cisely what are the effects of government control on methods and costs 
of marketing. In the brief time at my disposal I can do no more than 
state baldly my own conclusions without citing the evidence. 

8. No revolutionary changes were made in the methods of marketing 
grain. A grain buyer was added to those already existing on each big 
market. This buyer bought cash grain and also received consignments. 
He did not, however, perform the usual services of a commission mer- 
chant. He did not cash drafts in advance of arrival of cars. He did 
not call for reinspections. He did not look after claims. He did not 
furnish cleaning or mixing of off-grade or low-grade grain. He merely 
took the grain at government grades and dockage. 

As far as costs are concerned, he charged the same commission on 
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consigned grain a ir commission merchants. Since he performed 
less service { nsignor at the same price, it was tantamount to 
an increas‘ (he regular dealer called for reinspection when 
his client's iu s warranted it; he cashed drafts and made prompt 
returns to th try; he took in hand the car shortage problem, get- 
ting back into us iy old discarded second-hand cars, he looked after 
the cleaning mixing of grain when necessary, or sold the lowest 
grades to gra ge houses. 

The history ha yet been written of the confusion wrought in 
the big grain n uch as Chicago, by the overlapping jurisdictions 


of the various government boards and by their conflicting orders, rules, 


and regulati satisfied, by what I saw myself in Chicago, that 
this confusior | with the earlier named factors of bad weather, 
car shortage shortage, caused a loss running into hundreds 
of millions rs in the case of corn alone, A very large part of 
this loss wa Che history has not yet been written of the 
voluntary r f the cash and futures markets in the interest of 
the public by 1 tors of the Chicago Board of Trade and other 
grain exchar ler the pressure of war emergency, and at financial 
sacrifices t Neither has the history been written of the 
evolutionary growth of these great grain markets, in the years before 
the war, showing w their directors (or their members themselves 
through the i and referendum system of self-government in 
vogue) had ad i appropriate rules to keep these exchanges open 
and competiti' irkets so that the grain could be marketed at any 
and all times war times, on a very low margin of cost. 

My own ¢ 1 is that had there been much less government con- 
trol of the grain trade, the farmer would have had more for his grain, 
the public inte: would have been served much better, and at much 


less cost. 


Guy C. S11 [he present seems quite too early to measure ac- 
curately the ef f the government’s efforts to control the market- 
ing of certain prod It further appears that the aim of those in 
charge of this v ; not so much to eliminate evils, real or imag- 
inary, which ex | in prewar times as to prevent certain undesirable 
conditions whic! ht arise as a result of the war. On the whole, the 
effect of gover! t control on marketing is well summarized in 
Professor Hibbard’s statement that ‘““We have had a shaking-up, not 
a regeneration his is well illustrated in the marketing of liquid 
milk. The pro} listribution of the consumer’s dollar between pro- 
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ducers and distributors of milk had become a matter of more or less 
bitter discussion before the war began. Consumers and producers con- 
stituting the large majority of the interested persons in this discussion, 
the distributors were the objective for frequent and severe indictments 
of extortion in their charges for service. The margin of 4 or 5 cents 


per quart which they maintained was absolutely necessary to obtain 


a small margin of profit has now been increased, with the approval of 
at least a part of the Regional Milk Boards, in about the same propor- 
tion as has the price allowed the producers. No net result is discerni- 
ble in this phase of the business. There has been a noticeable effect 
in certain other phases of the business, notably the attempt of the 
producers, through organization, to exercise a growing influence in 
favor of their interests. This has not been confined to organizations 
for collective bargaining, but in a few scattered instances to the taking 
over of the actual business of distributing their product. These at- 
tempts have hardly established themselves on a permanent basis. 
Three such plants located in as many New England states are still 
in a condition of uncertainty as to their ultimate success. Only one 
of them has made any successful effort to reduce the cost of distribu- 
tion, and in this case the entire reduction has been added to the price 
paid the producer, the price charged the consumer being made to con- 
form to that of nearby cities. The status of all milk producers’ or- 
ganizations two or three years from now is even more problematical 
because of the readjustments which seem likely to take place when 
the increased demand for the dairy products of this country, due to the 
war, has subsided to a new normal. 

What appears to be one of the most permanent results of govern- 
ment influence on marketing is the emphasis which has been laid 
upon the standardization of farm products. One illustration will 
suffice. The indorsement by the Federal Food Administration of 
potato grades recommended by the United States Bureau of Markets 
has given a noticeable impetus to the practice of grading. Already 
some states have taken steps to put these grades into effect on what is 
likely to become a permanent basis. Both state and federal legislation 
on the grading of farm products seems likely to result in the near 
future. 

The movement among dairy farmers to organize their interests has 
been duplicated among other classes of producers. Never has there 
been such a decided movement in this direction. In one state, forty 
farmers’ organizations for buying and selling were organized in the 
year ending June 30, 1918. Many other states followed closely in the 
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be said to be due entirely to government con- 
separate the forces which have brought about 
\gain the net result in this direction cannot 
Rising prices have been favorable to these or- 
ying and selling. It remains to be seen how 


stment of prices will affect these groups and 


‘nment regulations on transportation as a fac- 

not be overlooked. The increase in the size of 
ot be a thing of permanence, but it is likely 
sure. More particularly, the propaganda to 

sive and more regular use of the motor truck 
yr less far-reaching results. 

itest effect of government control on market- 
not so much to bring about new methods as to 


tional campaign to acquaint all parties concerned 


processes of distribution, and to bring about a 
yund practices already established. 
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PROVISIONS OF THE FOOD ACT AND ACTIVITIES 
WHICH SHOULD BE MADE PERMANENT 


By W. F. Geruarr 
Washington University 


The law establishing the Food Administration provides speci- 
fically for but a small number of activities which have actually 
been undertaken by the Food Administration. This is true not 
only because of the general powers conferred by the act itself, but 
because, as is always the case in times of war, no one can foresee 
the exigencies which would arise demanding unusual action. Pro- 
bably no one is more surprised than the sponsors of the act itself 
with the unexpected lines of activity which have been assumed. 
It is also probably true that the most constructive and perma- 
nent benefits have resulted from these unforeseen activities. 

If a general survey and analysis of the Food Administration’s 
activities is made, it will be found that the work may be classi- 
fied under the two following heads: 

1. Those activities concerning themselves with the distribution 
of food commodities; that is, marketing regulations and condi- 
tions. 

2. Those activities having to do with the regulation of price. 

Market regulations have concerned themselves specifically with 
such commodities as sugar, wheat, and with the conditions govern- 
ing the marketing of perishable and non-perishable commodities. 
In the case of both sugar and wheat there has been a general 
supervision of the distribution of these commodities through agree- 
ments with the existing agencies of distribution. 

It is important to understand that in regulating the distribu- 
tion of these essential products, as well as in practically all other 
phases of the Food Administration work, there has been no dis- 
position to replace the regular business organizations by a govern- 
ment organization, but on the contrary to utilize the existing ma- 
chinery of distribution. While the work of the Food Administra- 
tion has produced profound changes in marketing, these results 
are by-products of the activities, since it was not the function of 
the Food Administration to reorganize business conduct. 

In the case of sugar and wheat and other cereals one of the 
chief purposes has been to distribute the product equitably to dif- 
ferent sections of the country, and at the same time to secure 
certain amounts of these products for export. Zones were estab- 
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lished, and t ovement of sugar and cereals have been restricted, 
thus securing large economies in transportation costs. Trans- 
portation waste has long been present in much of our marketing, 
made possible not only by the unregulated competition of the 
carriers but also by the competition of markets. Through this 
control of the movements of these necessities, each section has, so 
far as transportation conditions permitted, been assured an equit- 
able share in the available supply. Nothing short of such contro] 
would have prevented many sections of the country from being 
without sugar and certain cereals for considerable periods during 
parts of the winter of 1917 and the spring of 1918. Not only 
has the available supply been equitably distributed, but the sugar 
supplies from Hawaii, Cuba, and Porto Rico have been con- 
trolled in their movements. The available stocks have at all 
times been known, and hence a deficient market has, wherever pos- 
sible, been supplied 

In the case of perishable commodities the method of marketing 
them has been almost revolutionized. Each distributor of any im- 
portance of these commodities has been licensed, and as such has 
been subject to the rules and regulations promulgated to govern 
the marketing of perishable produce. 

For many years the waste in handling perisheble produce has 
been appalling, and under the most carefully supervised system 
large wastes in marketing perishable produce are inevitable. 
Prices on this produce fluctuate very widely and quickly, and for 
many years any fall in price in the market has led either to re- 
fusal on the part of the buyer to accept the goods at any price, 
or to a demand for a large allowance from the contract price. 
In either case the perishable produce deteriorated very rapidly, 
and great loss resulted not only for the consignor but also for the 
public at large 

The regulations of the Food Administration prohibit, on pen- 
alty of revocation of license, a consignee from not accepting pro- 
duce which is of a grade purchased, and likewise prevent the con- 
signor from shipping produce of a grade not purchased. Through 
an inspection system quick action was secured in determining 
the rights in the case, and thus perishable produce was kept mov- 
ing rapidly to the consumer. What was in law an illegal practice, 
but seldom prevented, has become an actual accomplishment 
through these regulations. Consignor, consignee, and the public 
ought not to permit the old practice to become again prevalent. 
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In the case of non-perishable food commodities, the chief ac- 
complishments have been in regulating the stock which could be 
held for the market. Certain other regulations have secured as 
direct as possible a movement to consumers, and others have fixed 
margins of profit for the various dealers in handling these com- 
modities. Certain regulations governing resales within the trade 
have tended to the elimination of unnecessary pyramiding of 
profits. 

The second general class of activities of the Food Administra- 
tion concerns itself with regulation of price. As has been stated, 
the Food Act grants no direct power to fix prices, but it does 
confer the power to prohibit profiteering. It also grants the 
power to issue and revoke licenses. It is, therefore, in the admin- 
istration of these foregoing powers and in the extensive plan of 
agreements with trade groups that the control of prices has been 
established. 

No one except those intimately familiar with the work of the 
Food Administration can realize how extensive the control of 
prices has been, and it should be clearly understood that this con- 
trol has been in most cases gladly entered into by the trade groups. 
Indeed, they have been in many cases most anxious to subscribe to 
the plan of fixing margins or even of prices. 

This is largely true because of the character of the food-dis- 
tributing business. It is a highly competitive one and, in many 
respects, a highly speculative one. If, therefore, a disinterested 
and superior body proposed an agreement which would stabilize 
prices, and if individual competitors would agree to the plan, the 
arrangement has usually been very satisfactory to the trade. 

Nor has it meant necessarily that the consumer has been in- 
jured. Sugar, for instance, before the Food Administration was 
established was frequently sold at or below cost. Under the Food 
Administration the retailer was granted a stable profit, and at 
the same time the consumer was guaranteed sugar at a fair price, 
when undoubtedly it would at certain times and in many places 
have been true that the price would have been much higher. 

A stabilized price is a kind of insurance, reducing risk both for 
the producers and consumers. The fixing of the liberal price—a 
marginal producer’s price—in war times gives a feeling of se- 
curity and assurance to producers that is distinctly advanta- 
geous. They have only to think of the element of cost; that is, 
how to organize and carry on production so as to bring it as far 
as possible below this fixed price. 
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Likew iewpoint of the consumer there is this kind 
of assura ir times, when uncertainty is greatest both 
for con rodu . The fixation of the price discounts 
speculat ers, who are the most inefficient of all risk- 
takers. 

Further re is the psychological consideration that con- 
sumers ¥ te fixed prices and an empty market in war 
times, whe would rebel against unregulated high prices. 
In short, 1 g on the basis of marginal cost reduces risk 
both to p1 | consumer in war times, and prevents unin- 
telligent s] yn the part of each class, 

Agreem | trades have been very numerous. They 
have bee! with producers, manufacturers, wholesalers and 
retailers. | rt to enforce that provision of the act pro- 
hibiting ] , it was necessary to establish some standard 
of what | profiteering. Therefore, margins of profit 
were agreed y consulting the different trade groups. A 
system of ns was fixed for both the wholesaler and retailer 
on many of nsed food commodities. 

The p ictivities of the Food Administration are the 
most impor mstructive, although they are the ones 
about whi it large have known the least, inasmuch 
as ther spectacular character in their administra- 
tion and have supplied little material of a news value; 
and the } rge has secured its chief information of food 
activities aturally from the newspapers. 

The con ptive regulations with respect to sugar, bread, and 
public eati have created much interest on the part of the 
trades and These have had a large emotional appeal 
on the b tism, hate, and fear. It is true that large 
results hav of these emotional appeals, been secured in 
the conser‘ food commodities in the homes; but such ac- 
tivities ar ' nly to the conditions of war, and their suc- 
cess is pred ipon appeals which would have little force in 
times of pe Let us revert, therefore, to the above classifica- 
tion of the 1 tivities of the Food Administration and dis- 
cuss what f any, can profitably be made permanent. 

In the { , it should be stated that the Food Adminis- 
tration in cor n with the Department of Agriculture has 
done much t ite the production of various food commodi- 
ties. Stim production is provided for, in a general way 
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at least, by the machinery already existing in the Department of 
Agriculture. To the extent that production has been stimulated 
by the price regulations of the Food Administration, this motive 
may well be considered as ending with the legal existence of the 
Food Administration. 

The method of stimulating production through price regulation 
has been by various agreements entered into between the Admin- 
istration and different classes of the trade. Through these vari- 
ous agreements with producers or distributors with respect to 
margins and therefore of prices, there has been accomplished the 
end set; namely, an increase in production in many cases of food 
commodities. The price or margin agreed upon has, in most cases, 
been a liberal one, and the very natural and indicated result of 
stimulating production has resulted. 

Under this arrangement with marginal trader as frequently the 
basis on which to establish a margin or price, there has undoubted- 
ly resulted large profits to the more efficient ; but, since increased 
production and stabilized price were the results desired, the larger 
profits to the more efficient could not be prevented. If a war 
taxation system had been devised, this unfortunate by-product of 
the plan could have been corrected. This only illustrates one of 
the many ways in which a war taxation system has not been de- 
vised to meet the conditions resulting from the necessary increased 
government regulations of business. 

Whatever degree of success has been secured by these price 
regulations and the agreements as to margin between business and 
the government, has been largely due to the unusual conditions of 
war and the motives which have actuated both parties. Public 
opinion has been a large factor in enforcing these agreements. 
This public opinion has been largely determined by the unusual 
force which influences business conduct both on the part of pro- 
ducers and consumers during a state of war. These motives are 
largely absent in times of peace, and, therefore, detailed agree- 
ments between the government and business groups with respect 
to prices and margins would find little place during conditions 
of peace. 

One point, however, in connection with the subject of margins 
and price regulations should be pointed out, which is often not 
recognized by students of economic phenomena. Under a highly 
competitive business organization, such as now prevails, there is 
enormous loss in the distribution of food commodities due to price- 
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cutting. | fore, in this highly competitive distributive 
food busi: nts can be made which tend to stabilize over 
short peri time prices, the trade as such is not on purely 


business : much opposed as might at first thought be 
suppose a 

In ma tail food trades there are distributors who 
know so litt ' their costs of doing business that they con- 
tinually cut } | do business at a loss. They receive scarce- 
ly good \ .y nothing of true profits in conducting the 
business. ntinually competing with the more efficient 
because of 1 rance of the business. Therefore, a trade 
group is oft villing to have a stabilized price or margin, 
because in re true net profits may result even to the 
efficient | 

Notwiths that in the distribution especially of food 
commodit profits may be secured through future trading 
or throug ible phenomena associated with the business, 
| these larger profits are balanced by heavy 
losses. J igreements tending toward stabilization of 
price ov ls are not unwillingly entered into by the 
trade. If given that a disinterested party will see to 
it that al the trade observe the price or margin, and 
if this p1 n is at least a favorable one for the less effi- 
cient, stal rmanent profits are guaranteed for a large 
number. 


vet over 


If, ther ffort is made to enumerate those activities 
of the Fo ration which might be made permanent either 
as specific ms or as principles to be held in mind in devis- 
ing a futur regulating the food-distributing business, 
the following im is suggested: 

1. There s little doubt about the desirability of making 
permanent t iunges which have been made in the methods of 
marketing perishable produce. This work could be carried on by 
extending t] ties of the Bureau of Markets of the Depart- 
ment of Ag ture, together with the codperation of the Inter- 
state Com! ( ission and the Department of Commerce. 

To accom] this result there would need to be— 

a) A gi n of the grading and standardization laws, 
as well as a some of these laws now in effect, in order 
that fruits, vegetables, poultry, eggs, cheese and other commodi- 
ties may b rly graded. This one reform would enormously 


| 
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reduce the risk associated with dealing in these products, and at 
the same time facilitate their marketing. 

b) The force of inspectors of perishable and semi-perishable 
produce of the Bureau of Markets should be greatly increased so 
that at every important center of production during the market- 
ing season the most careful grading and loading of these commo- 
dities could be assured. Likewise these should be permanently lo- 
cated in all the important markets of consumption or forwarding. 
These inspectors would inspect produce and certify as to its grade 
and condition when it was received or transferred. 

c) A penalty should be provided for any consignor who does 
not grade or load produce as ordered, and for a consignee who re- 
jects such produce, if it corresponds to the grade purchased. 
Probably all important dealers in such produce should be licensed. 

d) The demurrage regulations should be more stringent in order 
to put a stop to the pernicious practice of using railway equip- 
ment as storage-houses. 

e) The Market News Service of the Department of Agricul- 
ture should be greatly extended in order that producers may know 
the supplies in or rolling to each large market at any time, thus 
securing a good distribution of this perishable or semi-perishable 
produce which must at all times be kept moving rapidly to con- 
sumers. 

These three reforms—that of extending the inspection service, 
that of devising more stringent demurrage regulations, and that 
of extending the Market News Service—would save millions of 
dollars to producers and consumers of perishable food commedi- 
ties in the United States. 

In the past there have been large economic losses of transpor- 
tation costs by sending many cars out from the point of produc- 
tion to be diverted in transit. Many cars have been loaded im- 
properly so that they reached the point of destination with a large 
percentage of the food ruined. But the largest loss has undoubt- 
edly come from the consignee refusing to accept such products 
when they reached the market, because either the grade was not 
as ordered or, more frequently, because the price in the receiving 
market had decreased. 

Prices on perishable commodities do and must fluctuate very 
widely over short periods of time, but the reforms of the Food Ad- 
ministration in handling perishable produce have been welcomed 
both by consignors and consignees, and undoubtedly the benefit 
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very large. It is beside the point to argue 
purchase of perishable produce are enforced 


cts in the courts. Because of the highly per- 


+] 


is produce, any dispute arising between 
iwait the slow procedure of court action. 
odity when refused has remained in the car 


;, holding out or using valuable railway equip- 


t 


is been turned over to the railway com- 

ht with the result that frequently neither 

pany nor the producer himself has realized 
original value of the commodity. 

complaint has been heard during the past de- 


large number of middlemen in the food dis- 


the more important classes of these middle- 


d economic function that is valuable both 


producers. However, certain Food Adminis- 


ive placed a limit upon the number of resales 
of preventing the pyramiding of profits, 
hancing of prices to consumers. It might 
system of licensee regulations established 
» the Federal Trade Commission, to effect 


ible reforms in controlling unnecessary re- 


itions during the war have brought out even 
increasing importance of the cold-storage 
jave certain general regulations with respect 
transactions. These regulations ought to 
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| by the state and the federal government, 
restricting itself to regulations governing 
tate character. As in so many other par- 
»f greater uniformity in state laws govern- 
old-storage houses, but there is little doubt, 
cent experience, that increased regulations 
important factors in the distribution and 
ities. 
in which the Food Administration’s activi- 
to great public benefit has been in connection 


try. Here again there has been no power to 


rough agreements with producers and dis- 
ections, certain beneficial results have been 
Milk has become, under modern living 
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conditions in cities, such an important commodity not only for the 
general public but also for child welfare that it may well be ques- 
tioned whether this commodity has not arisen to such importance 
as a necessity that both state and federal governments should 
take the whole matter under closer regulations. In this connec- 
tion it is not only important that pure milk be served to the con- 
suming public, but that such supervision should be made, especially 
of the distributing agencies, that the public is guaranteed a fair 
price. 

5. Not the least lesson which has been brought home to all 
those having to do with the production and distribution of food 
commodities, is the great need in this country of a new Fair Trade 
Act and greater activity on the part of those who have the ad- 
ministration of the act under their control. 

There is disagreement among students of the question as to 
whether a fixed-price law should be enacted, but the evil against 
which such a law is directed ought to be recognized, so that 
under the increased powers of the Federal Trade Commission 
more adequate principles of equity and fair play could be secured 
in the distribution business in this country. We have worshipped 
so long the idol of competition and the gains which we fondly 
imagine are always inherent in such a system that little attention 
has been paid to the unnecessary losses inherent in this highly 
competitive system as it has developed. A marked illustration 
has been seen in the railway business, but results approximating 
this are to be found in almost all lines of business. Business 
pirates are not synonymous with public servants even in the com- 
petitive regime of the present. 

American business, as indeed business of all modern industrial 
nations, needs most an analysis of business costs so that some 
readily accessible information can be secured by the business man, 
that he is or is not making a success of his business. Ignorance 
of costs of doing business is the bane of American business. It 
injects into the competitive system an element of danger both for 
the business and for the public. It leads to abnormally high 
profits and periods of no profit. A condition approximating 
stable prices and profits might well redound to the interests of 
both consumers and producers. 

6. A more careful supervision of the produce exchanges of the 
country should be provided, and greater publicity given to their 
operations. 


» 
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As is ise, the most important and the most 
promising sults frequently are the least tangible. 
This is es} in connection with the activities of the 
Food Ad tion has been made manifest through co- 
operatis with various producing and trade groups, 
From an ea period when the policy of “Let business alone” 
was pre\ iter period when the dictum seemed to be that 
“All bus r to the public” and therefore needs restric- 
tive regulat | supervision of every character, we have ar- 
rived at v] it has become realized that much can be 
secured | speration between the government and _ busi- 
ness. 

This ha early demonstrated in the activities of the 
Food Ad n, and while it is one of those intangible re- 
sults whi nt to a specific method of action, yet it 
neverthel to make possible a new relationship between 
the govert ind business. Many agreements have been made 
between t \dministration and trade groups which, pre- 
ceding tl nder statutory acts, would have without doubt 
brought t nto the courts convicted with the evidence 
already 1 g a combination in restraint of trade. The 
lesson oug clearly learned that encouragement and super- 
vision of trad ip activities should replace the older system of 
forbidding tra ups to associate to improve conditions and 
methods of business, and at the same time secure results 
which mig great public benefit. 


Wheth t or not, modern business has become so com- 


plex, and nd indirectly affects the public in so many 


ways, tha rnment can no longer follow the policy of 
“hands off Vithout attempting in any respect to set up a 
governme! ry which shall take the responsibility of 
saying to what is or what is not a fair price, there is 
every reaso! e government to revise its attitude towards 
business g permit them to associate and engage in cer- 
tain activiti tion at all times to be subject to govern- 
ment supe f in such action the public good is endangered. 
If, theref ittempt to summarize those activities of the 
Food Adn vhich should be permanent, they are not 
| as they are pointing the way to a new 
day and a new r of the relations of government to business, 


so much sp 
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PROVISIONS OF THE FOOD ACT AND ACTIVITIES WHICH 
SHOULD BE MADE PERMANENT—DISCUSSION 


Ray B. Westerrietp.—I am much impressed with the moderate 
nature of Professor Gephart’s proposals. His proposals are far from 
radical; in fact, the trade would largely regard them as minor details 
of reform. He does not advocate the retention of the Food Admin- 
istration as such, but would have certain of his proposed measures 
exercised by the Interstate Commerce Commission, the Federal Trade 
Commission, the Bureau of Markets, and the Department of Agri- 
culture. He does not favor retaining the Grain Corporation, nor the 
zoning system, and his proposals for price fixing lack emphasis and 
definiteness. He seems thoroughly alive to the fact that conditions of 
distribution are in time of war so very abnormal as not to constitute a 
sound basis of argument for continuing in time of peace such institu- 
tions and methods as may have proven useful or indispensable during 
war. However, there is no denying that the Food and Fuel Adminis- 
trations have been most interesting and important experiments in eco- 
nomics, have indicated many defects of our distributing system, and 
have engaged in many remedial activities. 

One of the dominating principles governing their activities has been 
to make maximum use of the existing machinery of distribution, in so 
far as it could facilitate the ends in view. They did not attempt to 
create a new system of distribution, but sought rather to correct certain 
evident defects or abuses in the old system; they befriended the trade 
and sought its coéperation, but worked as constructive critic and re- 
former. The reforms of the Food Administration which Professor 
Gephart would continue were largely the extension, in degree or 
scope, of improved marketing ideas (1) which had been tried and were 
being used by some advanced distributors (e.g., standardization and in- 
spection), or (2) which distributors aspired to use but were forbidden 
by anti-trust or other legislation (e.g., price-fixing agreements), or 
(3) for which the federal government and certain states had legislated 
and inforced their laws, with varying degrees of thoroughness (e.g., 
cold storage, unfair competition, and speculative exchanges). 

I agree quite fully with Professor Gephart in his indictment of the 
system of marketing perishable produce, but I am not so sympathetic 
with his proposals for uninvited government interference as the ve- 
hicle of reform. Grading and standardization are obviously the funda- 
mentals of marketing reform; they are so recognized by the trade, 
and during recent years the trade associations and speculative ex- 
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changes | ext 


ended the grading and standardizing of 
produce niformity. 


Certain producers, also, mainly 
rketing associations, have established well- 
recognized 5 | standards for their products. Certain states 
have pass lardizing barrels, crates, etc. Professor Gep- 
hart’s pr tend the 


through 


standardization of both container and 
contents and 1 uniform for both intrastate and interstate 
line with present tendencies. The real ques- 
tion at hand her leral legislation should be adopted to hasten 
the proces should be left to the slow but sure and nat- 
ural develo} vorked out by the trade itself. I am of the opin- 
ion that tl ld develop it, or at least that the initiative and 
demand for 1 hould spring from the trade. 

The sa 


spected at t 


commerce 


bout the proposal to have the produce in- 
and at the consignee’s, with penalties for 
mforms to contract or for shipping produce 
that does 1 to contract. The large shipping associations 


of stringent inspection at point of shipment 
and have 1 i s at the 


rejecting prod 


have perf 


markets to see whether or not the 


produce o1 off-quality and to inforce the keeping of con- 


tracts by | ‘tt or judicial action. It is, I believe, generally recog- 


nized, by tl nized as well as the organized, that the most fit 
and expedient for producers, at least the small ones, to market is 


through « rganizations; as fast as this ideal is attained, 


does the nd compulsory system of government inspec- 

tion becom 
The pr 

doubtedly 


system of government inspection would un- 
dealers the sacred quality of contracts, in a 
way unfelt | jut here, I believe, The Food Administration is 
“straining a the violated contracts constitute an extremely 
small fracti total produce sales; a high per cent of the trade 
is strictly | 1 abides strictly by their contractual obliga- 
tions; a higl ent of the produce moves from shipper through 
consignee Ww tch or dispute. It is unfortunate that the small 
remaining pe1 t is given undue publicity and importance. Besides, 
the evils of t jects’’ system are being corrected by the organiza- 
tion of the y the associations within the produce trade, by 
the editorial « ts of certain produce trade and by competition with- 
in the trad: 

Many obj: to the proposed system may be foreseen: (1) Some 
lines of produ illy defy standardization, and could be handled 
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only on a commission basis; also not all producers would have large 
enough supplies to grade, and these would go through on commission 
basis; the system, in other words, could not be made universal. (2) 
The inspection at the consignor’s point might be “easy” and at the 
consignee’s point “‘rigid.’” This would lead to disputes and the con- 
signor claim he was systematically robbed; local pressure at the two 
points would tend to result in just such easy and rigid inspection; the 
grades would have to be drawn with great exactness and the inspec- 
tions at the two points closely correlated; besides, the produce might 
shrink or vary in transit; the consignee, fearing the inspection would 
work to his disadvantage, might resort to the commission method in- 
stead—and this is an undesirable reversion of present tendencies, by 
which the jobbing method is supplanting the commission method in 
most markets. (3) It may prove impossible or inadvisable to establish 
uniform grades; there are local variations and annual variations; and 
it would be impossible for inspectors to be versed in all; in the case of 
the present codperative associations it is different, for the market 
representative knows well the produce he is to inspect. (4) The pro- 
vision of inspectors at all points of production would be obviously im- 
possible; any approach to it would be very expensive; but it is usu- 
ally the small and scattered shippers who are at the greatest disad- 
vantage and need most the defense of the proposed inspection. 

The proposal that the “demurrage regulations should be more strin- 
gent in order to put a stop to the pernicious practice of using railway 
’ should be qualified. The proposal prob- 


ably means the fixing by law of higher horizontal demurrage rates, 


equipment as storagehouses,’ 


which would prove prohibitive to the use of cars, freight warehcuses, 
or docks for storage purposes, or else the enactment of some shorter 
maximum period for unloading. The question here is largely, who 
should provide the capital to handle the occasional seasonable exces- 
sive supplies of produce at the market—the railroads, or the trade. 
If the trade builds storage facilities for the maximum supply, during 
most of the year they will in part stand idle; on the other hand, if the 
railroad builds cars sufficient to handle the maximum supply, during 
most of the year some of them must stand idle. It seems to me the 
demurrage plan should be elastic. The necessity for driving cars to 
their maximum utilization is occasional; the Food Administration con- 
tended with such occasion last winter. But during the larger part of 
the year this necessity does not exist, and the efficiency of the trade 
may be promoted by an elastic demurrage plan whereby cars when 
not needed greatly by the roads may be utilized for storage by the 
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trade. | railroads, by pooling their cars and renting cars from 
other com) in give some elasticity; but the possibility of im- 
posing high rrage limitations should be conferred upon the rail- 
roads and te: iuthorities, in case there should arise a great dearth 
of cars or a serious congestion of terminals. This local and seasonable 
adaptation is 1 logical than horizontal, universal, decidedly severe 
regulations 
Professor Gephart believes that “it might be possible, through a 
system of li regulations established by law and entrusted to the 
Federal Trade ( nission, to effect some permanent, desirable re- 
forms in controlling unnecessary resales,” “with a view of preventing 
‘ofits and consequently the enhancing of prices to 
consumers ‘his proposal rests on what seems to me a premise un- 
warranted by facts. A priori, pyramiding of profits cannot perma- 
nently exist i trade which is highly competitive, as is the produce 
business. Ce n experts of the trade whom I have consulted tell me 
that although occasional instances of pyramiding exist, they are from 
necessity but tempora Under the Food Administration it was nec- 


essary to lin er of resales, for it fixed maximum margins for 
successive handlers and fixed the price to the consumer equal to the 
sum of original cost plus these margins; in other words, it provided 
for exact pyramiding of profits if the market was strong enough to 
support the pr ence, the Food Administration divided the trade 
into three or sses and forbade resales within each class, with 
certain excepti ules between dealers of the same class but living 
in different cities were less restricted, and one or two bona fide re- 
sales between dealers of the same class were allowed where it was 
reasonably n¢ ry. In actual practice produce is seldom resold 
more than two t within the same class at any time, and the re- 
striction was largely nominal in effect. But to the degree it did inter- 
fere, it had litt warrant for existence and was detrimental. It is 
wide of the fact t ppose that producers scattered over the country 
know at the ti they consign their produce to a market that that 
market and con e are in the most direct line to the ultimate con- 
sumer, or to suppose that the wholesale receiver or jobber has such 


knowledge o! st ers wants as to buy just enough, no more, 
no less, and just the quality, to satisfy them. Resales within the 
trade are altogether logical and economical, and, as I see it, the proper 
parties to decide this matter are the dealers who buy from those ship- 
pers and sell to those customers and who live by serving both well, 


rather than so tside organized interference that is trying to 
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shove the trade into a strait-jacket. I am opposed to any limitation 
by law or regulation on the number of resales, for I do not believe 
pyramiding of profits exists, nor do I believe that the more direct move- 


ment of produce from producer to consumer is necessarily the more 


economical. 


H. R. Tospat.—I am in essential agreement with Professor Gep- 
hart’s paper, especially with regard to the necessity for securing ade- 
quate grading and inspection facilities, but his fifth conclusion, relative 
to the need of a new Fair Trade act, is of particular interest. 

We are constantly experiencing the difficulty of defining what does 
and what does not constitute fair trade; and, in this connection, one 
of the most perplexing problems is that concerning price cutting. 
There has been much agitation with respect to price cutting upon 
identified goods, but price cutting is also important with unidentified 
goods (unbranded goods) which are not affected by acts which have 
been presented to Congress. Of course, perishable products, semi- 
manufactured articles, fully-manufactured articles, or combinations of 
commodities sold under competitive contract—such as in the building 
trades—are affected by a species of price cutting which results in in- 
stability of the market, losses of contractors, temptation to deteriora- 
tion of quality, and eventually in a larger spread between producer's 
price and consumer's price. 

The remedy for such price cutting in unbranded goods as is un- 
desirable is not price maintenance. The policy of price maintenance 
may be applied only to identified goods and is generally unsound even 
when so applied. The remedy lies in a definition by law of malicious 
price cutting and an extension of market knowledge among producers, 
middlemen, and consumers. Much harmful price cutting is not mali- 
cious—merely ignorant—and the extension of market knowledge ad- 
vocated by Professor Gephart is certainly ir. line with sound progress. 

For products which are sold in great volume throughout the country 
it may be feasible to have government systems of inspection and grad- 
ing, of collecting and disseminating market information. Obviously 
such a plan is not workable in most lines of manufactured goods, be- 
cause it would require an unwieldy organization. 

It is here that codperation among competitors can be practical and 
effective. Professor Gephart has mentioned the willingness of groups 
of dealers and producers to coéperate with the Food Administration. 
It seems to me that one of the permanent intangible influences of the 
war will be the development of greater coéperation among business men 
along practical lines, and undoubtedly the work of the Food Adminis- 
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tration in 1 channels of trade will have permanent results 
in this di: With adequate definition of fair and unfair trade 
practice, ¥ ise of market knowledge so that facts instead 
of rumors g ictions, and with coéperation where coéperation 
is benefic ibility of markets will be secured and smaller 
margins w iry in order to give fair compensation to the 
factors in 


E. G. Not Vhile I find myself in hearty agreement with many 
of the thing re contained in Professor Westerfield’s paper, | 
must conf question of “rejections” and the work of the 
Food Administrat n that connection appear to me in quite a differ- 
ent light f: it in which he views it. It may be true, as he sug- 
gests, that i : nt not over one per cent of the total volume 
of trade is in | in this question. It would be my own feeling that 
that guess is vyhat too low, but, even conceding that one per cent 
is the true fig the matter still is one which is important out of all 
proportion t lute amount. In several years of study of the 
marketing of bles I have found this to be one of the most seri- 
ous abuses, « which the members of the trade themselves have rec- 
ognized as a ; demoralizing factor in their business, and from 
which they h ent years been striving to free themselves through 
the action of various trade associations, the organization of local 
market sent | the like. However, they were unable to do this 
unaided, | vhen the Food Administration took hold of the problem 
substantial pr ss was made toward its solution. In many quariers, 
members of the trade are quite frank to confess that they had tried in 
vain to effect needed reform from within, and were glad when a 
strong outside introduced the element of authority necessary to 
get control nd in large measure to eliminate, the bad practice. 
It may be tl ground once won will be held without further aid 
from outsid vate market organization, although personally I 
feel that it is rather unfortunate that the regulations of the Food 
Administrati this direction are being relaxed so soon. At all 
events, we shoul the Food Administration credit for having seen 
promptly and taken hold courageously of one of the most serious 


yroblems of t perishable food trade, and for having set in motion 


just and effect easures toward remedying the condition. 
Furthermore, | not feel so great a confidence as does Professor 

Westerfield in the pov f coéperative organization to cover fully the 

demand for market inspection and to remove the need for governmental 
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agencies in the performing of this function. Great as is the work done 


by codperative associations of growers toward the standardization of 
their products, and in spite of their probable expansion in the future, 
there is still and will continue to be a large field for government in- 
spection. Even in the case of those goods which are shipped by grow- 
ers’ codperative organizations (and a large proportion are not), I am 
by no means certain that we shall see universally such large-scale 
federation of local growers’ associations as would make terminal market 
inspection by their own agents feasible. And, even where such large 
organizations are possible, there will still be disputes which need to be 
referred to some inpartial and expert agency which has no com- 
mercial connection with either shipper or receiver. 

All this involves questions too large to go into here. But it is my 
opinion that, in adjudicating rejection disputes on the basis of official 
terminal inspection, the Food Administration has helpfully extended 
a line of work already well begun by the federal Bureau of Markets. 
It seems to me pretty certain that we shall need permanently in our 
market organization a government inspection service, available on re- 
quest of either shipper or receiver. This is a logical complement of 
the government regulation of weights, measures, grades, and con- 
tainers; and these together include a field of activity which cannot 
safely be left to private agencies of control any more than can the 
regulation of money and banking. 


L. C. Gray.—I am in entire agreement with Professor Gephart’s 
conclusions that the Food Administration has developed a number of 
policies which should be incorporated permanently in our system of 
marketing. However, I do not believe that the system of forbidding 
resales within the trade is one of the policies that should be continued. 
As I understand this policy, it was developed as a necessary supple- 
ment to the policy of regulating dealers’ margins. If margins are defi- 
nitely fixed, it is obviously necessary to prevent the evasion of the 
regulation by making resales among the same grade of middlemen. 
That the policy was essentially supplementary in nature is indicated 
by the number of exceptions which the Administration found it neces- 
sary to make. In fact, the Food Administration recognizes five cases 
in which resales will be allowed. The nature of these cases indicates 
the impracticability of imposing the policy of prohibiting resales ex- 
cept as a policy supplementary to the regulation in margins. It ia my 
belief that competition will prevent resales from becoming regularly 
an additional charge on the industry except where resale involves a 
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regular ma function that it is impossible for competition to 


eliminate 


Guy ( Dy 


Carver has asked the question whether the 
Food Adn 


officials have made use of the inspection service 
of the United tes Bureau of Markets. In reply, I would say, sv far 
as Connecticut is neerned, the Federal Food Administration has 
made quit of that service in the markets of that state. 
Dr. Weste | that government inspection does not appear 
to him to desirable because he thinks that not more than 
1 per cent of duce shipments are rejected by the receiver. Ad- 
mitting that t rcentage figure is correct, it, nevertheless, has a 
significan | proportion to that which would be indicated by 
its size, b knowledge that even a small number of rejections 


are made di ve a widespread effect upon shippers. Dr. Wester- 
field furthe: that 


with the development of coéperative associa- 
tions the ins | service very properly could and should be furnished 
by them. fact of the matter is, however, that at the present time 
only a rept tively small percentage of the produce of the United 
States is sold through coéperative associations, and it will be a long 
time befor: tuation is materially changed. Therefore, to rely on 


an inspectio ce established by coéperative associations would 
simply be t that work for a great many years. It is the small 
individual s who most needs the protection of an inspection 
service, and t irge percentage of producers in the United States 
fall in thi [t therefore seems to me that it is a very proper 
and valuable function which can be performed by the Bureau of Mar- 
kets along 


Paut D. Converse.—Speculation in foods prior to November, 
1917, was mucl re prevalent than many of us believed. The regu- 
lations of the Food Administration concerning speculation seem to have 
been well observed. Wholesalers and brokers in the New York market 
state that speculative buying and selling in that market was almost 
entirely stopped by the rules of the Food Administration. Dealers in 
certain lines whose business was largely speculative have been almost 
idle, while firms whose business was only partly speculative have had 
their operations greatly reduced. The effect of the Food Administra- 
tion’s rules was to stabilize prices and retard further advances dur- 
ing this critical period 
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THE WAR AND THE SUPPLY OF CAPITAL 
By Davip Fripay 
New York University 

By the end of the year 1916 it had become evident that the 
prophecies of economists and bankers concerning the effect of the 
European war upon the rate of interest in America had miscar- 
ried, despite the fact that these prophecies were all in strict ac- 
cordance with orthodox economic reasoning. It had seemed per- 
fectly clear that since the rate of interest was a price, and was 
therefore governed by supply and demand, it would rise. For the 
supply of capital which we had been receiving from Europe was 
sure to be cut off. Europe was certain to make a demand upon 
us for some of the capital which she had loaned us in past decades 
by throwing American securities upon our market at a price which 
would tempt capital abroad. She would also try to borrow 
through the flotation of government bonds, but these we rather 
thought would not find a ready market in a country so little ad- 
dicted to saving and investment as America. The consequence 
would be a rise in the rate of interest, brought on by this check- 
ing of supply and the increase in demand. 

Certainly one never felt himself upon safer and saner ground 
than when prophesying after this manner in the class-room, on 
the platform, or in the press, and yet it did not come to pass. Our 
supply was cut off, of course. By the resale of American securi- 
ties and gold and by the flotation of government loans during 
1915 and 1916 Europe was more successful in demanding and ob- 
taining capital here than either she or we had thought possible. 
Between five and six billion dollars of capital were drawn from 
this country during those two years. In addition to this export 
demand for our capital we were expanding our plants at an un- 
precedented rate in our own country. All expectations of an in- 
creased demand for capital in the United States were therefore 
realized two or three times over. But at the end of 1916 the rates 
for both short-time bank loans and long-time investment loans 
were still low. 


The obvious explanation of the failure of our prophecy would 
seem to be that the supply of capital had increased in such manner 
as to remain equal to the demand at a low rate of interest. The 
term supply of capital, as here used, refers to the excess of our 
production over our consumption; this excess constitutes our na- 
tional savings, although one hesitates somewhat to use the latter 
term in this connection. Savings connote abstinence, and the 
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ver of American life could hardly have found 
tinence to explain the increased volume of say- 
s for the increase are to be found, not in “the 
lomitable national spirit through self-abnega- 
incidence of the institution of war upon our 
tions and processes. The increase in capital 
us so far as any general realization of its 
rned; it was costless, also, in the sense that 
* of the standard of living such as is con- 
bstinence.” 
oncerning the effect of the war upon savings is 
yunding feats of war finance which this coun- 
omplish. During the summer and autumn 
sts and bankers were alarmed at the sums 
officials as necessary to carry on the war. 
seemed to them an impossible figure, in view 


goods and services which represented an ex- 
ver consumption were available for carrying 
three billion dollars was a figure commonly 
is representing the normal savings of the 
ultiply this by five seemed a Herculean task, to 


it a sacrifice comparable to that of the 


But the war has been financed with only a 
state of well-being of the middle and upper 
decline in that of the great mass of laborers. 
on to this to say that this was done by infla- 
States has furnished a large quantity of goods 
\llies as well as to its own government for the 
pros . ‘These represent production in excess of 
civili ‘tion; they are savings, and give color to the 
hype ipply of capital had increased enormously at 
the t ( ntrance into the war, and that it was this fact 
e our feats in war finance. 
set forth concerning the supply of capital 
December, 1916. The statistical material 
d, and that which has since become available, 
on that the excess of production over con- 
| States has been approximately as follows: 
Taste | 
$6,500,000,000 
9,000,000,000 
14,500,000,000 
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The field of capital accumulation has long been one of the dark- 
est portions of economic statistical knowledge. There are no 
figures compiled which purport to show the addition to the wealth 
of the nation through savings. To get some quantitative expres- 
sion of saving it is necessary, therefore, to utilize figures gathered 
for other purposes by various private and other agencies, and to 
interpret the data there presented in such manner as to throw 
light upon the hypothesis here under consideration. 

The addition to the wealth of the nation through savings in the 
period previous to the European War was determined by com- 
paring the wealth of the United States in 1912 with a similar in- 
ventory for 1904, as shown by the census volume on “Wealth, 
Debt, and Taxation,” 1913. In comparing these two inventories 
to determine the amount added by production during this period, 
it was necessary to eliminate increases due to price changes and 
to the increased value of land. After determining the increase, 
the amount was distributed among the various years on the as- 
sumption that the increase was progressive, and a like increase 
was assumed for 1913. 


Taste or CapiraL WEALTH IN THE Unitep Srates, 1912 1904 
(Data from Bureau of the Census: “Wealth, Debt and Taxation,” V. I, p. 21) 
(In millions of dollars) 


1912 1904 Increase 


Real Estate | 110,676 62,341 48,335 
Live stock, farm implements...............- | 7,607 4,919 2,688 
Manufacturing, railroads, and public utilities 32,505 19,383 13,122 
Gold and silver 2,617 1,999 618 
All other 34,334 | 18,462 15,872 


Total | 187,739 | 107,104 | 80,635 


According to the above figures the wealth of this country other 
than real estate increased by $32,000,000,000 during the eight 
years 1904-12, or an average of $4,000,000,000 per annum. Real 
estate increased $48,000,000,000, or about $6,000,000,000 per 
annum. Much of the increase in the money value of real estate 
does not represent savings, but is the result of a rise in land values 
brought about by increased population and industrial activity in 
the community. The building permits issued in the larger cities 
give some evidence of investment in new buildings. This amounted 
in 1913 to about $1,000,000,000 for 273 large urban communi- 
ties. Besides these improvements in the real estate of large cities 
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there w nvestments in towns and villages, and in farm 
improve ; draining, clearing, fence and. road building, 
and o1 planting and cultivation. An examination of the 
real estat ients of twenty-four states which separate im- 
provement eal estate from land values shows that improve- 
ments co! pproximately 40 per cent of the land values. 
This gr ides such diverse communities as Arizona and 
Idaho on t me hand, and Greater New York on the other. The 
total ass | value of these twenty-four states is over $32,000,- 
000,000 : exclusive of New York City is $24,000,000,000. 
It has there! n assumed that 40 per cent of the increase in 
real estate 1 luring the period 1904-12 was to be ascribed to 
improv he average annual increase in the value of real 
estate im] ts was therefore, $2,400,000,000. This, added 
to the i f $4,000,000,000 per annum in other wealth, 
gives a ti f $6,400,000,000 as the increase in produced wealth 
per annun t pe riod. 

Of this ease about $1,000,000,000 is due to a rise in the 
price level, »t to additional wealth production and saving. 
This leaves $5,400,000,000 as the average annual supply of capi- 
tal for the period; but the increase during the years just before 
the war ¥ rapid, and undoubtedly reached the figure of 
$6,500,000,000 given above. This estimate is below the estimate 
of $7,500,000,000 made by George E. Roberts of the National 
City Ban! He, however, makes no deduction for the increase in 
the pric from 1904 to 1912. It is also slightly under the 
estimate of Sir George Paish which appeared in the London Statist 
May 23, 1914. He places the annual growth of wealth in the 
United States at £1,400,000,000. 

With this figure as a starting point the next problem is to dis- 
cover somé thod of arriving at the increase in savings for sub- 


sequent yi Che securities absorbed by investors of the nation 
furnish an approximation to the volume of savings of the nation. 
The following table shows the available statistics concerning se- 


curities i | and marketed, together with gold and securities 
repurchased from abroad during the period 1913-18. The amount 
increased f $2,053,000,000 in 1913 to $6,563,000,000 in 1916 
and $14,010,000,000 in 1918. It takes no cognizance, however, 
of the corporate securities not listed by the Journal of Commerce. 
That these are considerable in volume becomes clear when we com- 
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pare the Journal of Commerce figures with the actual increase in 
capital obligations outstanding for all corporations. The total 
capital stock and bonded and other indebtedness outstanding for 
all corporations in the United States for the years 1910-13 are 
available in the reports of the Commissioner of Internal Revenue. 
During this period the increase for all corporations reported was 
$17,501,954,000. The Journal of Commerce reports the new se- 
curities issued in the same period as $7,157,084,000. It is evi- 
dent that even allowing for the refundings in the Journal of Com- 
merce figures and the discounts in the total figures there is a con- 
siderable volume of corporate securities of which the available 
statistics take no cognizance. It seems reasonable to put this at 
a minimum of $1,000,000,000 per annum for ordinary years, 
while in a year of great activity in corporate financing like 1916 
it no doubt ran as high as $1,500,000,000. During 1918 it has 
been reduced materially. If these estimates are added to the sub- 
total which shows the published figures, we arrive at a grand total 
of $3,053,000,000 for 1913; $7,563,000,000 for 1916; and $14,- 
510,000,000 for 1918. 


Tasie I1].—Capirat INcREASE SHOWN BY INVESTMENTS DURING 1913 1915-18 
(In millions of — 


Item 915 | 1915 | 1916 1917 


$ 
Industrial and railroad securi- 
ties* | 1,645 1,435 
Government securities 
Foreign 
United States 
State and municipal bonds** 
Gold and securities repurchased 
from abroad 1,300 2,000 


Sub-total 2,05: 4,503 | 6,063 9,312 | 14,010 
Other securities, less deductions | 
for refunding and for discount j 1,000 | 1,500 1,000 | 500 


Total 3,053 5,808 | 7,563 | 10,312 | 14,510 


*Reported by the Journal of Commerce. 
**Reported by the Bond Buyer. 

While this table no doubt proves that there has been a large 
increase in the volume of savings in this country since the out- 
break of the European War, it cannot be taken as a safe index 
either of the total volume or of the relative savings of the differ- 
ent years. Only about one-half of the capital accumulations of 
this country come to the investment market within a normal year. 


j | 1,529 1,345 
} 
805 | 640 
5,833 | 11,760 
45 | 265 
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During 191° | 1918 this ratio was increased by the necessities 


of war fir 

Two of principal sources of capital accumulation in America 
are industrial and agricultural profit. The failure to realize this 
fact is probably responsible for the derogation in which we have 
held oursely n this matter of savings. The volume of savings 
in the United States as compared with other countries has usu- 
ally been lerestimated, partly because of the slight attention 
given to cert ources of accumulation and partly because of a 


failure to dist iish between accumulation and investment, 


In such a country as France, for example, a much larger pro- 
portion of the annual accumulations pass through the investment 
market than in the United States. France is less industrialized 
than the United States; the corporate form of business organiza-: 
tion is less n; and there are fewer opportunities within the 
country calling for capital. The consequence is that saving is 
likely to take the form of an investment through the purchase of 
securities, and quite likely of foreign securities. Such saving be- 
comes evident and lends itself readily to statistical measurement. 
But a comparison of annual savings based upon the sale of securi- 
ties to investors would be valid only if the same proportion of sav- 
ings in France and the United States were put into securities. 
There is in France nothing to correspond to the great volume of 
“corporate savings’” annually accumulated in the United States. 
The additions to corporate surplus do not normally pass through 
the security market and so commonly attract little attention, but 
they are none the less real, The railroads and industrial con- 
cerns in the United States have grown at a rapid rate, and in re- 
cent years they have.added largely to the capital accumulations 
of the country through their additions to surplus. 

The other institution which contributes largely to our capital 
accumulation without, in normal times, adding materially to the 
demand for securities is the American farm. The machine char- 
acter of Armerican farming, with its large use of capital per man 
and its rapid development, has called for capital accumulation; 
and the larger part of the savings which have gone into farm im- 
provements has been made on the farm itself. 

An examination of corporate savings shows a striking increase 

2“Corporate savings” is that portion of the corporate net earnings not dis- 
tributed to the shareholders as dividends. The term is familiar to all stu- 
dents and colleagues of Professor Henry C. Adams of the University of 


Michigan, who has for many years insisted upon the importance of the cor- 
porate institution as an instrument of capital accumulation. 
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in this form of capital accumulation; only a small portion of these 
savings ever came on the investment market. The expansion of 
American industrial plant proceeded at an unprecedented rate 
during 1915, 1916, and 1917, and the natural investment for the 
savings of the business enterprise was in extensions to its own 
plant and working capital. The following table shows the large 
increase in savings of corporations. 


Taste IV.—Corporate Income, Divipenps, aNp Surpivus 1913-18 
(In millions of dollars) 


Surplus before 
Taxes 

1911 988 

1912 3,83: g 1,334 

1913 | ‘ 2,87 1,469 

1914 1,044 

1915 | 2,766 2,418 

1916 i6 | 378 4,982 

1917 6,000 

1918 | 5,400 


Year | Net Income 


* Estimated. 


The investigation into corporate savings took as a point of de- 
parture the net income of all corporations reported to the Com- 
missioner of Internal Revenue for purposes of income and excess- 
profits taxes. These figures are available for the years 1910-13 
inclusive in the Commissioner’s report for the fiscal years 1911- 
14. For the years 1914 and 1915 the Commissioner of Internal 
Revenue published only figures for taxes assessed and collected, 
but from these figures the amount of earnings upon which the tax 
was based can be estimated with substantial accuracy. In 1916 
the net income figures were once more published in “Statistics of 
Income.” The figures for 1917 are estimated by using the returns 
published in the volume entitled Corporate Earnings, which was 
prepared in compliance with the Borah resolution; and-by a study 
of the published returns of corporations. The figures of net in- 
come for 1918 can hardly be said to be anything more than an 
intelligent forecast based on a study of price movements and the 
quarterly reports of corporations. 

The striking feature of these figures of net income is their 
enormous increase after the outbreak of the war. They express 
the increase in production which was stimulated by the European 
demand for our products, and the more rapid advance in the price 
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of product mmpared with the prices of labor and materials. 

In the ort of the Commissioner of Internal Revenue the 
corporat re divided into five classes for the years 1910 to 
1913. For 1914 and 1915 no figures of income are given, but the 
total may be computed from the taxes collected. In 1916 cor- 
porate net in e is reported in “Statistics of Income” in eighteen 
main groups hese are so arranged, however, that they can be 
combined into five groups corresponding to the earlier classifica- 
tion. The 1 neome of these different classes increased at vary- 
ing rates and the percentage paid in dividends by each class varied 
widely. It was necessary therefore to divide the total net income 
for 1914 and 1915 into classes and to regroup the net income for 
1916. The { wing table shows the net income of all corpora- 
tions by « ; for the years 1911-18. 


Taste ME Corporations IN THE Unrrep Srates, 1911-18 
In millions of dollars) 


Cla 11 | 1912 | 1913 | 1914 | 1915 | 1916 |19f7%** | 1918** 


Financial 439 430* 
Public Se 8 30 1,003 85 900* | 
Industrial 2,027 2,790* | 5,027 | 
Mercantile 3 173 572* | 465 720 
Miscellaneous i 327 398 5 492* | 1,205 | 1,100 


Total 3213 | 3,832 | 4,340. 


* Estimated t tribution into classes 
** Estimated 


The nex p was to determine the amount of the net income 
distributed as dividends by classes and years, and the amount 
which was retained as surplus. This was done by taking samples 
of the various classes of corporations and determining from their 
published data the percentage of dividends to net income and the 
percentage retained as surplus. In order to determine these items 
a study was made of the reports of national banks as published 
in the reports of the Comptroller of the Currency; of the sta- 
tistics of state banks; of life insurance companies; the reports of 
railroads to the Interstate Commerce Commission; the reports of 
the more important public utility companies to the state commis- 
sions and in the standard manuals; and of $62 industrial corpora- 
tions whose net income totaled $1,883,000,000 for the year 1916. 
The next tables show the results of this investigation when ap- 
plied to the figures of net income in the table above. 


| 
$ $ $ $ $ | § 
| 600 
| 1,200 
5,900 
| 700 
| 1,100 
3711 5,184 | 8,766 | 10,500 | 9,50 
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Tanne VI—Esrimatrep Divipenps Paip By att Corporations THE 
Srares 1911-18 
(In millions of dollars) 


1911 1912 1913 1914 1915 1916 1917 


Class 1918 


$ $ $ $ 
Financial ...... 3A2 372 Sif 335 311 370 420 400 
Public Service... 19: 665 843 840 700 
Industrial sii 1.275 1,760 2,230 2,000 
Mercantile 2 ‘ 5 269 209 400 400 
Miscellaneous .. | ¢ 96 | 38 ‘ 246 602 610 600 


Total 5 | 98 | 2,8 2,667 | 2,766 | 3,784 | 4,500 | 4,100 


laste VII.—Estimatrep Surpivus Reitnvestep By ALt Corporations iN THE Unrrep 
Srates 1911-18 
(In millions of dollars) 


1912 | 


1913 


Class 1914 1915 1916 1917 


Financial .... | 115 | 120 90 | ¢ 58 210* 
Public Service. 197 21% 310 120 | 3: 98 710* 
Industrial .... 437 68 | 649 | 411 | 1,515 | 3,268 | 4,270* 
Mercantile .... 156 | | 230 215 | 303 | 320* 
Miscellaneous . 83 | : | 160 208 | > | 602 | 490* 


Total 988 | 1,334 | 1,469 1,044 4,982 | 6,000* 


* Before deducting corporation and excess-profits taxes, 

The increase in net income of corporations for 1916 over for- 
mer years is striking; but the increase in surplus for this year 
over former ones is much more so. The Class 1 and 2 railroads 
invested approximately $320,000,000 as surplus in the year ended 
June 30, 1916, as against an average of less than $84,000,000 
for the eight years previous. A group of eighty-five public utility 
corporations whose surplus averaged $50,000,000 for the period 
1911-14 retained $71,000,000 as surplus in 1915 and $109,000,- 
000 in 1916. 

Just as the most striking increase in net income occurred in the 
industrial group, consisting of mining and manufacturing corpo- 
rations, so the largest increase in surplus occurred in these cor- 
porations. The published reports of 362 industrial corporations 
showed that they earned, after paying interest and taxes, $900,- 
000,000 in 1915, of which they retained $497,000,000, or 55 per 
cent, as surplus. In 1916 these same corporations earned $1,883,- 
000,000 and retained $1,219,000,000, or 65 per cent, as surplus. 
In 1917 earnings were $2,316,000,000 and surplus was $1,585,- 
000,000 before deducting taxes. The figures of only 224 of these 
corporations are available over the entire period 1911-17. These 
are set forth in the table below, and show that during the years 
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1918 
200* 
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300* 
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1911-14 | rations retained only 33 per cent of a much 
smaller in 
Tasie VII £, DivipeNpDs, AND Surpivs For 224 
‘ORPORATIONS 

lions of dollars) 


| Per cent surplus to 


nds Surplus , 
net income 


$ $ 

1911 2 144 33.3 
1912 188 39.1 
1913 ‘ 179 35.3 
1914 86 22.2 
1915 337 50.9 
1916 { 526 838 61.4 
1917 1,150 65.7 


When the neerning corporate savings are taken into 
consideration, it | s clear that no accurate statement of the 
volume of sa parison of the different years can be made 
without iz rporate surplus. In 1917 and 1918 a con- 
siderable f these corporate savings was paid as taxes. 
The sam f a portion of the savings of individuals, In 
order to | plete statement of the savings of these years 


it is theret sary to add the war taxes paid or reserved. 
The followin ; a more nearly accurate presentation of the 
savings of rious years than the table of investments pre- 
viously g 


Taste I[X.— REASE SHOWN BY INVESTMENTS, SURPLUS, AND War 
1913 anv 1915-18 
1 millions of dollars) 


1913 1915 1916 


1917 | 1918 


Industrial a l é ties*.. | 1,645 1,435 | 1,345 
Other securit luctions for 
refunding a nt weee | 1,000 1,000 
Government t 
Foreign 38 640 
State and mu ag ee 408 49% 496 265 
Corporate su ta . | 1,469 f 983 4,5 2,000 
abroad 1,300 2,000 
War taxes l 


500 


| 5,000 


Total F< 7,921 | 12,545 | 17,812 | 21,510 


Reported irnal of Commerce 
Reported nd Buyer 
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These figures are a pretty accurate index of the increase in sav- 
ings during 1915 and 1916. They probably overstate the increase 
between 1916 and 1917 to some extent. After we entered the war 
there was considerable investment of corporate surplus in govern- 


ment securities. There is therefore some duplication in the figures 


above. There was also some purchasing of securities with bank 
loans; Hon. A. C. Miller of the Federal Reserve Board estimates 
that the banks own or hold as collateral five billion dollars of gov- 
ernment securities. It must also be taken into account that the 
corporate surplus is expressed in terms of money, and in times of 
rising prices and increased inventories the surplus does not repre- 
sent a commensurate excess of physical production over consump- 
tion. These three items may amount to as much as seven billion 
dollars in 1917 and 1918. If we deduct, therefore, three and one- 
half billion dollars from the figures shown in the table for both 
1917 and 1918, the remaining totals will be as follows: 
Taste X 


No allowance is included in the above table for the savings of 
different enterprises not under the corporate form of organiza- 
tion. These are large, and no doubt increase in somewhat the same 
manner as corporate savings. There is not much mining or manu- 
facturing in this group, but the great mass of mercantile and pro- 
fessional activity is carried on under the private or copartnership 
form of organization. 

The most important omission from the table, however, especially 
for 1917, is the savings of farmers. These no doubt increased 
enormously during the years 1917 and 1918. In 1917 especially 
only a negligible part of these was brought to the investment 
market by the farmers themselves. They were invested, as agri- 
cultural savings normally are, in the extension and improvement 
of farm machinery, live stock, and furniture; or in the discharge 
of indebtedness on mortgages or of obligations to banks and manu- 
facturers of farm machinery. Agricultural savings depend more 
largely upon the value of farm products than upon any other single 
factor. The expenditures of rural families are rather constant, 
and every increase in the value of their product constitutes a fund, 
a large part of which is saved. The following table gives the 
value of farm products in the United States for the years 1911- 
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18, and s ers could easily make, during 1917 and 
1918, lars t any additional abstinence. 
Taste XI pvcrs 1911-18, Basep on Prices at THE Farm 
of dollars) 

9,343 

9,849 

9.895 

10,775 

13,406 

19,331 

21,386 

The lars e value of farm products is due both to 
an extrao) prices and to an increased output. The 
producti y that all the important farm crops ex- 
cept wheat re approximately 30 per cent larger on 
the averag in 1913, and 20 per cent larger than in 
1916. WI) nd cotton decreased somewhat, the prices 
were so mu | n former years as to practically double 
the farm these crops. 

The inc iltural wealth previous to the war was 
about $1,200 ),000 per annum. We may assume, therefore, 
that this ived out of the $9,849,000,000 of farm 
products. nder was fed to animals on farms or used to 
defray th | living costs of the farmer and his family. 
If we ass 10 per cent of the farm products is fed to 
animals, in farmer’s cost of production and of living 
was 20 pr n 1916, 60 per cent higher in 1917, and 
75 per cen 1918 than in 1913, we are forced to the con- 
clusion tha savings had reached $2,800,000,000 in 
1916, $4,.800,000,000 in 1917, and $5,500,000,000 in 1918. This 
computati forth in tabular form below. 

XII AGRICULTURAL SAVINGS 


lions of dollars) 


1913 1916 1917 | 1918 

Value of _... | 9,800 | 13,406 | 19,331 | 21,386 
Fed to anin 2,681 38,866 4,277 
Consumed | 7,840 10,725 


Expense of ost of living | 6,640 8,000 | 10,624 | 11,620 


“15,465 Ee 09 


Savings ee | 1,200 | 2,725 | 4,941 | 5,489 


While the « with respect to agricultural savings pre- 
sented by 1 on rather a broad assumption of fact, it 
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no doubt represents the general trend of agricultural savings. 
Even if the percentage of produce consumed on the farm were in- 
creased to 80 per cent, and the farmer’s expenses and cost of living 
were increased 100 per cent—an altogether improbable hypothesis 
—the savings for 1918 would still be $3,650,000,000. The as- 
sumption expressed by the tabulation is reasonable and agricul- 
tural savings were no doubt approximately five billion dollars for 
1918. 

A portion of these funds came to the general investment 
market in 1915, 1916, and 1917. Farms during this period 
were actively paying off their mortgages and other indebtedness. 
An unusually large volume of real estate mortgages held by life 
insurance companies was paid during these years. The manufac- 
turers of farm implements likewise experienced a great reduction 
in bills receivable and accounts receivable during this period de- 
spite the fact that the sales of farm machinery were large in 1915. 
This movement of funds was in part responsible for the abundant 
volume of capital available in the investment centers for the re- 
purchase of American securities from abroad and for the absorp- 
tion of European government issues. The greater portion of these 
savings during 1915, 1916, and 1917 went, however, into farm 
improvements and must therefore be added to the figures of sav- 
ings given above. 

When allowance is made for agricultural savings reinvested in 
farms and for the reinvested earnings of individuals and partner- 
ships, the following figures, which were presented in the first table, 
are sustained, 

Tasre XIII 
$6,500,000,000 
9,000,000,000 

14,500,000,000 
18,000,000,000 
22,000,000,000 

Are these conclusions with respect to the increase of savings 
during the war reasonable in view of the course of production and 
prices during the same period? Statistics of production show 
that there has been an increase of 25 per cent in actual physical 
output since 1913. This increase had been pretty well realized by 
1916, and despite the withdrawal of men from industry by the 
military establishment has been maintained since. Such statistics 
as are available show that consumption has not increased more 
than 1214 per cent during the same period. The national income 
in 1913 is estimated at $34,500,000,000; of this amount $6,500,- 
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ind $28,000,000,000 was therefore consumed. 
| constant then the increase in production 
| have increased savings to $11,500,000,000, 
wing table. 


Taste XIV 
(In millions of dollars) 


1913 Increase | 1916 


1918 
$ 

45,000 

33,000 


12,000 


$ % | §$ 
34,500 25 | 43,000 


28,000 124%, | 31,500 


| 
6,500 | 11,500 


the product, consumption, and savings are 
level of 1913. To state the savings of the 
the price level of those years they must be 
which the level of each year bears to 1913. 
reau of Labor index number of wholesale 


3 per cent in 1916, and 196 per cent in 1918. 


f 1916 prices the savings of that year were 
For 1918 savings amounted to $23,500,000,- 
f production and consumption are based to 
mates; they do, however, show that the con- 
t to the increase in savings do not involve any 
ions with respect to the course of industrial 


r table an attempt has been made to show what 
ed this total of accumulated savings and how 


+} 


m. The table divides the supply of capital 
cumulated by corporations through the reten- 


‘surplus instead of disbursing the same out as 
r business enterprises not under the corporate 
on; by farmers; and by all other classes out of 


es 


rat. Excess or Propvction over ConsuMPTION 
In millions of dollars) 


1913 | | 1918 


$ 
1,500 5,400 
1,200 8,600 
1,200 5,500 
2,500 7,500 


6,400 


| 
| 
| 
| 
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During this same period our national income has increased from 

&34.500,000,000 in 1913 to over $70,000,000,000 in 1918.° Enor- 
mous as are the increases in savings expressed in dollars the per- 
centage of our income saved increased only moderately. The sav- 
ings of 1913 were approximately 20 per cent of the income of that 
year, While those of 1918 were 30 per cent. 
"The data here set forth to support. the hypothesis that the Eu- 
ropean War has produced a large increase in the excess of pro- 
duction over consumption in America lead to several relevant con- 
clusions: 

1. The feats of war finance, both in the collection of taxes and 
the flotation of loans in this country, were made possible by the 
situation with respect to production and savings which had de- 
veloped previous to our entrance into the war. The principal thing 
needed was to devise ways and means of diverting the excess of 
production over consumption, already ferthcoming, from private 
uses into the public coffers by taxes and government loans. 

2. No adequate explanation of the movement of the rate of in- 
terest during the years 1915 and 1916 is possible which does not 
take into consideration the increased supply of capital which grew 
out of industrial activity and profits. 

3. The psychological factors of abstinence and the under- 
estimation of future goods are entirely inadequate to explain the 
fluctuations in the supply of capital. In periods of rapidly in- 
creasing production and profits a high interest rate is not neces- 
sary to stimulate savings. In such »eriods the institutional situ- 
ation which characterizes modern industry produces an enormous 
increase in the supply of capital. The causal relation at such 
times does not run from a high rate of interest to an increased 
supply of capital. Instead, factors outside the capital market 
produce an increase in its supply, and this operates to keep the 
interest rate low. One is reminded here of Cassel’s statement that 
“much work remains to be done before we get a real knowledge of 
the manner in which the total amount of waiting depends upon the 
rate of interest. As to such knowledge, we cannot pride ourselves 
on being much in advance of the English authors of the seven- 
teenth century, such as Sir Josiah Child and Sir William Petty.’ 
The whole field of the statistics of savings certainly deserves much 
more thoroughgoing and detailed attention than it has yet received. 


3B. M. Anderson, The Annalist, Jan. 6, 1919, p. 5. 


“Taxable Income of the United States,” Journal of Political Economy, De- 
cember, 1918, p. 952. 


4G. Cassel, The Nature and Necessity of Interest, page 43. 
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\nENs.—To what do you attribute the great increase in 


d producing powers which you have shown? Was 


forth by the great profits which business enterprises 


make because of extraordinarily high prices? 
Undoubtedly. The high prices of products as com- 
prices of production goods and of labor is the ex- 
increase in productive output. 
Do you think that this rate of production could be 
falling market? 
wish it could, but I am certain it cannot unless some 
gement can be effected by which entrepreneurs can 
nst the risk of financial extinction through indus- 
that the fear of loss is the chief factor that keeps 
n going ahead with confidence. Since demand de- 
ction, there is no real necessity of a fall in produc- 
nt loss, but falling prices are expected by the public 
; will be deterred by the risks of business from utiliz- 
capacities of the country to the fullest extent. 


Professor Friday's results are to be qualified 


He states that twelve billion dollars can be saved 
American people. In arriving at this result he adds 
ment bonds, corporate surplus, and reserves for 
lements of error are as follows: 
Several items are duplicated. To add surplus and 
unt the same dollar twice, once as an asset item, 
f the capital account. Corporate surpluses are usu- 
sometimes in Liberty Loan bonds. 
\t present high price levels, inventories are unusu- 
rease on the asset side of the balance sheet is a 
rge corporate surpluses. They are not permanent. 
the surpluses will decrease and the “savings” based 
vanish. 
ment bonds.—These do not represent the nation’s 
In large part, bonds were bought by individuals 
borrowing at the banks, and may represent the sav- 
g year. The banks themselves have been large sub- 
U. S. Government bonds do not entirely consist of 
; afforded by: (a) the transfer of money from non- 
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government investments into Liberty bonds (the stock market declined 
during the Liberty Loan flotation) ; (b) heavy increases of government 
war paper in banks’ assets; (c) the decline in Liberty Loan quotations 
since the signing of the armistice due to liquidation by holders who 
borrowed to buy them. The European Government bonds rose in this 
pe riod. 

1. Comparative savings.—Great Britain before the war saved some- 
what over a billion a year, Germany and France a little under a bil- 
lion. A. A. Noyes estimated that Europe saved about $2,500,000,000 
a year before the war. Can we save five times as much as all of 


Europe? 


Simon Litman.—If I understand Professor Friday correctly, he 
considers that the American people have been wrongfully accused of 
being less saving than the thrifty inhabitants of European countries 
because the amount of capital formed each year in the United States 
has been greater than in any European country. Without entering 
upon a discussion of the validity of the accusation itself, I wish to sug- 
gest that Professor Friday’s establishment of the fact that our yearly 
accumulation of capital has been greater than anywhere else, does not 
meet the arguments of the accusers. The knowledge that the yearly 
supply of new capital in the United States is much greater than the 
supply of any other nation does not assist one in answering the more 
pertinent questions, i.e., what proportion of our national dividend do 
we capitalize as compared with what is capitalized in France or in 
Germany ; and how far do the various classes of our population, grouped 
by incomes, contribute through their individual savings towards the 
formation of new capital, as compared with similar groups in Europe. 
Only such a comparison can throw some definite light on the situation. 


\ 
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R AND INTEREST RATES 
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During nt} ’ the great war, there was a wide- 
g 


spread belli nomists that the war would cause an early 


advance in ' n the United States, and that the level 
of interest tend upward during the continuance of 
an nen. % t appeared to have the support of both 
sound theory I precedent. 

Let us c fly the theoretical and historical basis for 
this judgm e actual movement of interest rates dur- 
ing the peri war, and attempt to give some explanation 
of this mov & 3 s a large program for a twenty-minute 
talk and I e to discuss briefly the more important 
points. 

It is a fa ry economics that the market rate of in- 
terest consist ents: (1) pure interest, (2) an item 
representing rainst estimated risk, and (3) an item 
representing tive expenses incurred in connection with 
the making a1 r out of the loan contract. A time of a 
great world w 1e when one would expect all three of these 


elements in to advance. 


Pure Interest 

The rate est is the rate of agio or premium, ex- 
pressed in percentage of the capital sum, which rep- 
resents the ence for capital today over an assured 
right to the sa t of capital with value unimpaired at some 
future dat have a close approximation to pure in- 
terest in the « bond issued by a strong government, having 
a small debt, | were sold without commission or any other 
administratir were payable in a currency whose pur- 
lutely stable, and were saleable in the 
market, or ot ivertible, at any time, without expense, at 
par and acc 


chasing pov 


Certainly t f pure interest would be expected to ad- 
vance during | vress of a great war. The movements of the 
rate of pure i t, like those of every other price, are the re- 
sultants of th tion of demand and supply; in this case the 
demand for cay | the supply of capital. When the demand 


The War and Interest Rates 97 


for capital for present-day needs is large and the supply relatively 
small, the public is willing to sacrifice the future for the present 
and the strong time preference for present capital registers itself 
in a high rate of interest ; and, vice versa, when the demands of the 
present are fairly well met the future looms larger and a lower 
rate of time preference for present capital as compared with fu- 
ture capital registers itself in a lower interest rate. The days of 
the greatest war in history were days when the public in belliger- 
ent countries and in countries of benevolent neutrality as well 
were willing to exploit heavily the economic future in order to 
provide an abundance of present military supplies so as to win the 
war quickly with a minimum sacrifice of human life. To do this 
the world was exploiting its natural resources and driving its eco- 
nomic machinery at rates never known before. The war’s de- 
mands were preemptory, and the meeting of them promptly was 
imperative. To that end, from the economic point of view, the 
present was the all-important time; the future was secondary. 
This meant an overwhelming emphasis upon present goods as con- 
trasted with future goods—present goods that were conducive to 
the winning of the war. It meant also that those goods must be 
produced under heavy handicaps. Millions and tens of millions 
of the world’s most efficient men were taken to the front, and the 
world’s labor supply was greatly curtailed. Business was disor- 
ganized by a reduced and changing labor force, and by a shifting 
of economic demands. The world was destroying capital at an 
unprecedented rate; the building of new capital equipment, except 
that demanded for the destructive purposes of war, was practi- 
cally suspended. A time of war was no time to tie up labor and 
capital in new equipment whose usufructs would come chiefly in 
the after-war future. Even the maintenance of existing equip- 
ment not needed for war purposes was to a substantial extent 
sacrificed, All this would be expected to result in a large premium 
upon present goods over future goods, in a large and increasing 
demand for capital in the face of a declining or relatively declin- 
ing supply. This is the stuff out of which high rates of pure in- 
terest are made. 


Insurance 


The second element in the market rate of interest is the factor 
of insurance against risk of loss. Securities that pay high rates of 
interest proverbially involve large risks. The high rates are neces- 
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o purchase securities whose purchase in 
et involves a substantial risk of loss. 
so an element in the interest rate in the 
. currency which gives prospect of de- 
during the period of the loan contract. 
market rate of interest, like the pure 

| expect a great war to increase. Bel- 
nding their credit to the limit and de- 
th material and human. Neutral coun- 
eing dragged into the struggle at any 
war was uncertain almost to the last, 

vy indemnities upon the defeated nations 
Governmental breakdown with resulting 
of the belligerent countries was an ever 
public debts grew, the danger of ultimate 
uently thought of, while paper money of 

y depreciated materially in terms of 
rent countries. The percentage of gold 
dit declined rapidly in all belligerent 
se respects conditions were much better 

in Europe, we could not escape being 

se European conditions, even before we 
ikdown of the credit of either England or 
lefeat of the Allies, would have had seri- 
gvards credit conditions, in the United 
the war, we began piling up our own 
rates. All this meant that as the war 


lement in interest rates, both in gov- 


rporate and private debt, would have been 


of increasing weight. 
inistrative Expense 
interest rate, namely, a charge to cover 
a minor one and may be passed over in 
of money lender from the pawnbroker 
his overhead and his current running ex- 
rest rate paid by the borrower must ex- 
urance by enough reasonably to cover 
ess will not be carried on. This ad- 
nt in the interest rate is negligible in 
lebt, for the public here are the lenders 
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and the lending is made possible without appreciable expense to 
the lender. In the case of loans, however, by concerns which make 
the lending of money their business, such as banks, the element of 
administrative expense would be expected to rise during a great 
war. At such a time the overhead expenses of banks are likely to 
increase. ‘The demand for men for war activities depletes and 
disorganizes their administrative and clerical force and pushes up 
wages, while the great demand for war supplies is likely to force 
up the prices of many of the material supplies used by banks. 
Summarizing the theoretical argument, we may then say that 
there are usually three component elements in a market rate of 
interest—pure interest, a premium to cover insurance against risk, 
and a price to cover administrative expenses ; and that a great war 
would be expected to set into operation forces that would push 
up each of these elements and therefore market rates of intercst 
themselves, of which these elements are the constituent parts. 


The Evidence of History 
History knows of no war of the magnitude of the one through 
which the world has just passed. Most of the great wars of his- 
tory, moreover, occurred before the development of well organized 
money markets, international in their scope of operation. By 
reason of its magnitude, its duration, its recent date, and of the 
financial records it has made available, probably the American 
Civil War offers the best field for a study of an historical pre- 
cedent as to the effects of a great war upon interest rates. The 
American figures for the Civil War, however, are somewhat viti- 
ated as a basis for comparison with the American figures in the 
recent war by the fact that they represent for the most part in- 
terest rates on loans floated during a period when the currency 
was greatly depreciated in terms of the gold and silver legal units 
of value, and when the insurance element was a rapidly fluctuating 
one, due to the ups and downs of the Union cause." A more trust- 
1The yearly average rate of interest in New York during the period 1860- 

66 were as follows: 

Date 60 day paper Prime two-named 60 day paper 

1860 8.4 7.7 

1861 9. 6.6 

1862 54 

1863 5.8 

1864 8.0 

1865 8.2 

1866 ‘ 6.3 
Irving Fisher, The Rate of Interest, p. 420. 
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worthy | of comparison for a study of American 
interest 1 nt war would probably be London Bank 
of Engl g the Civil War. In the case of London 
rates we neutral gold standard country which are 
compar tes in the United States, which was a gold 
standard out the recent war and a neutral coun- 
try for a cel »f that war. 

The f nd chart show the movement of Bank of 
England f discount by quarterly periods for the 
years 186 

ountT Rates or Bank or ENGLAND, 
rLy Periops, 1860-65 


ng to number of days in operation) 


1863 (1) 


The fig vnward tendency throughout 1861 and 


the first 1862, and then a general upward tendency 


until the 4, reaching a maximum of 7.85 per cent for 
the last aq 864. followed by a steady decline until the 
last quart 


the United States 1913-18 


Let us »vement of interest rates in the United 
States du var, bearing in mind the important fact 
that througho: the gold standard was maintained and all 


2 Figure r to the number of days each rate was in 
operation rom the data given by the report of the 
Royal Con n of trade and industry in its first report 
in 1886 (¢ 


(2) 3.75 
(3) 4.00 
(4) 5.80 
| Year 4.40 
1864 (1) 7.20 
q (2) 7.10 
(3) 7.60 
(4) 7.85 
Year TAS 
1865 ( l ) 5.05 
(2) 3.85 
(3) 3.70 
(4) 6.50 
Year 4.75 
4 
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DISCOUNT RATES, BANK OF ENGLAND, 1860-65. 
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34 
4@ 
2a 
3@ 
4@ 


1861 1@ 
1862 14 
1864 14 
1865 14 


® 


kinds of money and deposits in solvent banks were maintained, 
with slight qualification,’ at par with gold. The movement of 
American interest rates by quarterly periods for the years 1913 
to 1918 is shown in the following table* and chart: 


3 During the latter days of the war it was reported that a small premium on 
gold appeared in California. 

4 Figures for call rates, 60 to 90 day, two-name commercial paper rates, and 
6 months’ time loans were computed from data given in the Financial Review 
and the Commercial and Financial Chronicle. Figures for long term rates are 
the average yields on ten high grade investment railroad bonds. The bonds 
selected are those used by Wesley C. Mitchell in his “American Security Prices 
and Interest Rates” (Jour, Pol. Econ., XXIV [1916], pp. 126-157) and are as 
follows: A. T. & Sf. Adj. 4's of 1995; C. R. R. of N. J. Gen. Mortg. 5’s of 
1987; C. & O., Ist consol. mortg. gold 5’s of 1939; C. B. & Q., Neb. ext. 4's of 
1927; C. M. & St. Paul, genl. mortg., series A., 4’s of 1989; C. St. Paul, M. & O., 
consol. 6’s of 1930; N. Y. C. & St. L., Ist mortg. gold 4’s of 1937; Penn. consol. 
gold 4’s of 1948; Reading genl. gold 4's of 1997; West Shore Ist mortg., Gt. 
by N. Y. Cent., 4’s of 2361. 

Mitchell found it necessary to make certain adjustments in computing the 
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Amertcan Inrerest Rates BY QvaRTERLYy 
ys, 1913-1918 


6 mos. West Shore | 10 Ry. 
paper | Bonds 


1915 
1 quarter 
> 


3 
4 


year 


1916 
1 quarter 


3 


year 


1917 
1 quarter 


3 
4 


year 


1918 
1 quarter 
> 


average yield the years succeeding 1912 in order to make the 
figures com] es for earlier years. Inasmuch as comparisons 
with years ded for the purposes of the present study, 
these adjust eeded to be eliminated. I have accordingly 
recomputed | ng Mitchell’s adjustments and bringing the 
figures down Wesley C. Mitchell, “Amer. Secur. Prices and Int. 
Rates,” in J Economy, XXIV (1916), p. 148. 
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1913 
pore 5.75 4.10 4.22 
« 6.15 4.25 4.37 
g « 15 6.58 4.25 4.42 
« 6.31 4.35 4.43 
aieds 6.20 4.20 | 4.36 
1914 | 
1 quarter 1.19 4.05 4.30 4.43 
g°« 3 3.17 4.30 4.30 
78 6.03 4.30 4.28 
« 15 5.16 4.50 4.53 
194 4.59 4.35 4.36 
I 68 3.23 4.40 4.45 
3.23 4.50 4.57 
| “ 1] 2.98 4.40 441 
3.01 4.35 4.32 
8 3.38 4.40 1.35 
“ 3.82 1.45 | 4.38 
| 3.58 3.70 4.35 4.33 
— 3.47 4.40 4.35 
89 3.73 1.40 4.32 
I 1.73 4.62 4.60 4.58 
«“ 1.9] 5.04 4.90 4.73 
| 5.68 5.00 5.05 
— 4.77 4.70 | 4.67 
| 5.98 510 | 
I 88 5.88 5.25 5.24 
« 5.93 5.55 | 5.29 
Oct. to N 6.0 6.00 
vear 87 5.92 | 
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28 
3a. 
44. 
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28 
3@ 
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4@ 
2a. 
4@ 
38 


1914 18. 


1916 18. 
1917 184. 
1918 14. 


A reference to the chart reveals three striking facts. They 
are: (1) Aside from a sharp advance during the early months of 
the war—a time when comparatively few loans were made and 
comparatively few securities sold, because the New York Stock 
Exchange bond market was closed four months (July 30 to No- 
vember 28)—and aside from an equally sharp decline toward the 
end of the year 1914, all rates ruled comparatively low until about 
the end of 1916. (2) About the beginning of 1917 all rates began 
a pronounced upward movement which continued until the end of 
the war, or until they were practically pegged by the operation 
of the New York Money Committee.” (3) Rates on call loans, on 

5 This Money Committee was a subcommittee of the Liberty Loan General 
Committee of New York and was appointed September 5, 1917, “for the pur- 
pose of securing the most complete coéperation with the government in its 
financial program by all the financial interest of the city.” Under the leader- 
ship of this committee many of the larger banks of the city in coéperation with 
the Federal Reserve Bank adopted a policy of practically rationing the money 
market, and by means of funds at the disposal of the coéperating banks, prac- 


tically pegged short-time interest rates in the neighborhood of 6 per cent from 
the beginning of 1918 until the end of the war. 
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60 to 90 da) rcial paper, and on 6 months’ paper ruled 
exceptiona uring 1915 and 1916, and at levels much below 
the averag 1 on railroad bonds. 

The chief ites on call loans and loans of short ma- 
turities rul wer than the rates of yield on railroad 
bonds, was, | t desire of the money-lending public to 
keep contro t These were times of great uncertainty, 


both econo ry. No one knew what big things a day 


might bring e thinking public, moreover, in general ex- 
pected the 1 substantial and continual advances in 
interest rate circumstances the public naturally did 
not wish to t ; in long time maturities. 


{dvance in 1917 and 1918 

Advance rates during 1917 and 1918 would natur- 
ally have | ted under the operation of the economic 
forces pre\ bed. Of course these forces were greatly 
accentuated nited States came into the war and when 
we began « war expenditures, accompanied by our 
large flotat ty bonds. The surprising thing is not that 
interest rat stantially in 1917 and 1918, but that their 
rise was post! ich a late date. 


Explan Interest Rates during 1915 and 1916 

How ca nee of such low interest rates throughout 
1915 and 1916 be explained? The chief answers to this question, 
I believe, a ( that the low market rates of 1915- 
1916 are larg table to the great money and deposit cur- 
rency inflatio: i e country was experiencing at that time; 
and (2) that on long-time securities were low only nomi- 
nally and will } be actually high rates camouflaged by in- 
flation. Le these two propositions in their order. 


Low Interest I f 1915-1916 Largely Attributable to Inflation 

An interest ra rom one point of view is a rental price for 
capital exp terms of a percentage of the capital value 
rented. Mon eposit credit giving the right to draw 
money on di ire forms of capital. They are distinctive in 
respect to tl nearly all transfers of capital goods are 
effected thre thei diation. The result is that the public 
think of capital continually in terms of money, and they reason 
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that to increase one’s supply of money is synonymous with in- 
creasing one’s supply of capital. From such reasoning the con- 
clusion is a natural one that a government in great need of mili- 
tary supplies for carrying on a war will be able to obtain them 
roughly in proportion as it is able to obtain possession of this im- 
portant intermediary good, namely, money; and that the lower 
the interest rate at which it is able to borrow this money the 
lighter will be the financial burden imposed upon the public by 
the war. 

Building upon premises like these, the logical policy to have 
pursued in the United States would have been something as fol- 
lows: (1) to encourage the importation of gold into the country 
and to place an embargo on its exportation; (2) to discourage 
the circulation of gold within the country and to impound the 
gold so far as possible in the vaults of the federal reserve banks, 
where as a reserve for federal reserve notes and a reserve for 
reserve deposits of member banks it would have its maximum effi- 
ciency as regards the amount of circulating credit it could sup- 
port; (3) to encourage the banks to extend credit freely to the 
government by the purchase of certificates of indebtedness and 
liberty bonds; and (4) to encourage the banks to loan freely to 
the public on the security of liberty bonds so that the public 
might buy the maximum amount of bonds and turn over to the 
government the maximum amount of money and deposit credit; 
(5) to assist the banks in carrying out this program by reducing 
their legal reserve requirements and by lending to them freely 
through the federal reserve banks at rates of interest low and 
profitable to the banks and on the security of paper collateraled 
by the government debt; (6) to leave government funds so far as 
possible on deposit with commercial banks so as to avoid credit 
contraction and, to that end, to excuse banks from holding legal 
reserves against government deposits, 

Now all of these measures, and others of a similar character, 
are in fact to be found in the financial program followed by the 
government during the war period. What actual economic phi- 
losophy was back of these measures in the minds of those responsi- 
ble for them it is of course impossible to say. In many cases it 
was probably not the naive economic philosophy above described, 
for accompanying this program there were some vigorous and 
wholesome efforts on the part of many in high official position to 
induce the public to speed up production, economize consumption, 
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which led to tremendous inflation. The latter forces, but not 
the former, also directly held down interest rates for corporate 
and individual borrowers. Both the government and the public 
paid lower nominal rates of interest than they otherwise would 
have paid, by reason of this situation; but it does not follow that 
they will pay lower amounts of interest, for the very policies that 
kept interest rates down pushed prices up and the borrower was 
accordingly compelled to pay higher prices and thereby borrow 
larger sums of money than he otherwise would to buy the same 
supply of goods. 

This brings me to my last point, namely, that the low rates of 
interest on long-time securities will probably prove to be actually 
high rates before the obligations are paid. The government has 
been borrowing dollars of low purchasing power; likewise have the 
few corporations that have floated long-time bonds during the 
war period. If the dollar of 1913 is called a 100 per cent dollar, 
that of today, in terms of purchasing power over commodities at 
wholesale, is less than a 50 per cent dollar. If the next few years 
witness a gradual deflation of our currency and credit, as most 
economists expect, and the purchasing power of the dollar rises, 
the debtors will be required to pay their debts—principal and in- 
terest—in more valuable dollars than they borrowed. This agio 
in the value of the dollar they will repay over the value of the 
dollar they borrowed will be part of the interest rate, but they 
will not recognize it as such. It is likely to make the actual or 
purchasing power interest rates on long-time loans, floated during 
the war period, very high ones. 

In conclusion, let me say with emphasis that in what has been 
said I am neither condemning nor approving the government’s 
low-interest, inflationary, war-finance policy. It has had its ad- 
vantages and disadvantages. For the United States it probably 
succeeded better during a nineteen months’ war than it would 
have succeeded during a longer one. Today, however, my pur- 
pose is not to appraise but to explain. 
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a reasonab t-of-living index. Unless this can be 
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Until quite recently I have felt doubtful about the practicability 
of changing the present dollar from a most deceptive, inconven- 
ient, and mischievous standard of weight, constantly changing in 
value, into an approximately unchanging standard of value, con- 
stantly changing in weight. My scepticism was due to the stag- 
gering difficulties in computing a satisfactory index of the cost of 
living. It seemed another instance, so familiar to the economist, 
especially the tariff economist, where a proposal is “all right in 
theory but won’t work in practice.” The very foundation of 
the “stabilized dollar” is the index number of the cost of living. 
As it is one of my principal jobs to furnish the country and the 
world with index numbers showing changes in prices of various 
commodities at wholesale and retail, no one realizes quite so keenly 
as I just how unstable the basis for the “stabilized dollar” really 
is, or rather was until this present moment. I do not need to 
waste time in pointing out the absurdity of using a wholesale price 
index as indicative of changes in the cost of living for the pur- 
pose of stabilizing the dollar. Retail prices of all commodities 
consumed by the great mass of people are the rock bottom upon 
which a commodity standard of value must rest. Until now, I 
have been wholly unwilling to recommend the United States Bu- 
reau of Labor Statistics retail price indexes as a suitable founda- 
tion for Professor Fisher’s “stabilized dollar.” The retail 
price index published every month in the Monthly Labor Review 
is an index number of the retail prices of food commodities only. 
Expenditures for food make up more than 40 per cent of the total 
budget of the families of shipyard workers, but I think it would 
be wholly inadvisable to change the gold content of the “stabilized 
dollar” to conform with changes in the prices of food alone. This 
would not be a fair test of the underlying principle in Professor 
Fisher’s scheme. I, for one, would not be willing to risk the sta- 
bility of the “stabilized dollar,” stabilized on less than half the 
total family expenditure. It so happens that the percentage 
changes in the cost of the family food budget during the period 
since 1913 does conform rather closely with changes in the cost of 
the whole family budget as shown in our studies of cost of living 
in shipbuilding centers. But this is largely fortuitous and some- 
what fictitious. When prices come down, as they probably will 
some day, we cannot assume that food prices wil] move in unison 
with the prices of other commodities consumed by workers’ fami- 
lies. If we are to advocate a “stabilized dollar” (which is merely 
another name for a commodity standard of value, or what Pro- 
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trial communities. 
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percentage change in cost of the groups as wholes, but we have 
no ground for assuming this to be the case. To be sure, all ex- 
perience has shown that it makes but little difference what meth- 
ods are used in computing an index number. However, science, 
common sense, and expediency all require the extension of the 
weighting of individual items to all groups of the family budget. 

4. The lists of articles for which retail prices were obtained in 
shipbuilding centers are not so satisfactory as it is possible to 
make them. In the cost-of-living study now in progress, we are 
getting retail prices for a larger number of articles and, profiting 
by our experience, we are using greater care to secure identifica- 
tion marks so we can get prices in the future for the identical arti- 
cles or the nearest thing to them. The retail price schedules for 
food; men’s, women’s and children’s clothing; fuel and lighting; 
housing; furniture and house furnishings; and miscellaneous items 


have all been carefully revised and greatly improved. 

As a rule, there is but little difference between a weighted and 
the so-called unweighted index number. This general rule does 
not seem to apply to family budget indexes. We know that there 
are great differences between the weighted and the unweighted 


food budget, and it seems inevitable that similar differences will 
be shown for the clothing group and the miscellaneous group when 
we get weightings for them. In the food group, potatoes, because 
of their great importance in consumption, exercise a great influ- 
ence over the food index and the total budget index. Sometimes 
potatoes carry the whole food index against the current of food 
prices in general. The preponderance of potatoes and their sud- 
den and enormous price variations in the autumn, and more espe- 
cially in the spring, make them most unpopular with the makers 
of cost-of-living index numbers. At a former meeting of this 
Association, I warned wayfaring statisticians and economists of 
the deeply deceptive character of the potato. Apparently the 
potato is merely an innocent and astonishingly prolific and whole- 
some member of the vegetable kingdom; but statistically it is a 
ravening wolf masquerading as a humble tuber. It is undoubtedly 
an invention of the devil for the purpose of making the way of the 
statistician hard and his life a burden. The malignant power of 
the potato may yet defeat the benignant plan to stabilize the dol- 
lar, for the potato does not submit kindly to the yoke of the index 
number. The story of the potato is very difficult to record sta- 
tistically. The enormous seasonal changes in prices are due to the 
difference between new and old potatoes, which make them in re- 
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A brief examination reveals why the increase in all items con- 
forms so closely with the increase in the food budget. First, food 
is much the most important single item of expense. Secondly, its 
preponderating influence is increased by assuming that changes in 
miscellaneous items always equal the average of all other articles. 
Thirdly, it so happened that changes in the prices of clothing and 
of housing when averaged together show an increase approxi- 
mately the same as the increase in the price of food. These two 
groups constitute approximately 30 per cent of the total budget. 
The four groups mentioned (food, clothing, housing, and miscel- 
laneous) make up more than 90 per cent of the entire budget. It 
would certainly be quite unwarranted to assume that price changes 
are always going to take place in such a way that the changes in 
prices of clothing and housing will always average approximately 
the same as changes in food prices. It is even more unwarranted 
to assume that miscellaneous items change in like manner and 
degree with the prices of the other items of the budget. If, for 
example, we found, as is quite likely the case, that miscellaneous 
items weighted according to importance in consumption increased 
only 10 per cent, then the cost-of-living index for October, 1918, 
for New York, would be only about 161 per cent instead of 175 
per cent—a difference that is by no means negligible. 

The showing for Seattle, Washington, is as follows: 


Average Ex- Percentage Increase over Dec., 1914 
Group penditures Per 
per family cent 


Dec. Dec. | Aug. June 
1915 1916 | 1917 1917 


5 
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Food $576.5 36.75 
Clothing 240. 15.34 
Housing 211.5 13.48 
Fuel and Light | 3.1! 4.66 
Furniture, ete. | 3.f 4.71 
Miscellaneous 393.4é 25.08 


38.65 51.87 
36.44 162.26 
10.55 16.70 
23.85 45.96 
52.29 $2.67 
31.08 49.24 
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The proportion of expenditure for the miscellaneous group is 
much larger in Seattle than in New York, and for food much 
lower. Clothing and housing are approximately the same for 
both cities. Again these four groups make up more than 90 per 
cent and miscellaneous items alone constitute more than one fourth 
of the entire budget. If investigation proved that the increase 


‘al 
sta- 
ion 
ices 
icy. 
re- 
unt 
ave 
12-74 8.46 | 
ork 1.1 11.31 | 
12 5 } 
ral 2.4 SAL | 
10.1 2.93 | 
8.56 | 27.43 | 
11.0 7.40 | 
914 | 


114 { me n Economic Association 


in the neous items of expenditure in June, 1918, 
over Dk 14 is actually only 10 per cent instead of 
49.24 the index number for the entire family 
budget 139.46 per cent instead of 149.24, a differ- 
ence of 9." sre than 614 per cent less than the index 
compil B 1 of Labor Statistics for the use of the 
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tween t f living and the costs of higher living. By 
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changes in the costs of these budgets from time to time. But 
changes in the cost of an actual budget may differ quite markedly 
from changes in the cost of a sufficient budget properly balanced. 

It is a task of enormous difficulty and of endless and infinite 
detail to collect the retail prices of the more important articles 
of family consumption, weight them according to their importance 
in consumption as determined by our budget studies, and compute 
therefrom a refined index number of cost of living. The task is 
not, however, impossible as I at one time feared. In fact agents of 
my Bureau have already collected the prices necessary for the 
computation of the refined cost-of-living index number for Wash- 
ington and Baltimore, and the work is well under way in half a 
dozen other cities. All that is needed now is about a thousand 
competent clerks to carry through the copying, sorting, tabula- 
tion, and computation of the budget items and retail prices so as 
to make the index number so long yearned for. I here for the 
first time publicly proclaim that not only is an index number of 
the cost of living a theoretical possibility but it is a practical 
fact in process of coming into being as rapidly as the Bureau of 
Labor Statistics can push the work along. 

Once such an index number has been achieved it will be neces- 
sary to bring it up to date at least every six months, preferably, 
I think, every three months. It will cost money to do this. The 
studies in shipbuilding centers and the present countrywide study 
were undertaken by direct authorization of President Wilson, and 
were paid for out of his special fund. If the results of these studies 
are to be fully realized, Congress must be awakened to the signifi- 
cance and value of this information. Much larger appropria- 
tions to the Bureau of Labor Statistics will be necessary to enable 
the retail prices to be collected and tabulated rapidly enough and 
frequently enough for the purposes of a usable index number of 
the cost of living. 

A word of explanation of the methods used in getting the 
family budgets and retail prices seems necessary. The present 
study includes large, medium sized, and small industrial towns lo- 
cated in the different geographical sections. All but three states 
are represented. Agents of the Bureau of Labor Statistics visit 
the housewives and obtain from them at a single interview, if pos- 
sible, an estimate of the quantities of the different articles con- 
sumed by their families during the past year and the cost of each 
item. This seems absurd. Not one housewife in 10,000 can tell 
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estimates, but they are, I am convinced, 
The housewife knows what she spent for 
With the help of an experienced agent, 

f Labor Statistics family budget schedule 
housewife does estimate very accur- 

ht and what she has paid. All discrep- 
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too small for the kind of work performed 
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for the Bureau. These expense records will give us very useful 
checks on the family budgets for a year obtained by interview. 
The Domestic Science departments in some of our universities and 
colleges are giving invaluable assistance in obtaining these daily 
expense records. Some of these accounts will be kept for two 
periods of five weeks each at different seasons of the year. Some 
we hope to keep running throughout the year with the assistance 
of the Domestic Science students. These daily expense accounts 
should give us very valuable facts which will enable us to check 
and perhaps modify our family budgets. 

Granted that budgets obtained by interview are estimates, there 
is no other way under heaven of getting at the cost of living with 
any possibility of accuracy. The English have just completed a 
survey of cost of living by the questionnaire method. Schedules 
were handed out to housewives by the agents in charge of the 
employment offices. These were filled out by the housewives with- 
out any supervision or assistance whatsoever. Needless to say, 
the information is not detailed enough to enable a weighted budget 


to be made up, without which a cost-of-living index number is 
utterly impossible. For myself I have no faith in the question- 


naire method of studying cost of living. I would not bother to 
tabulate the misinformation gathered in that way. 

Quite as important as the obtaining of family budgets is the 
obtaining of accurate retail prices of a sufficient number of the 
more important standard articles bought by the families studied 
to represent fairly the kind of articles consumed by these families, 
so that changes in prices of these representative articles may be 
translated readily and with approximate accuracy into changes in 
family expenditure. The articles priced must be accurately de- 
scribed so that in future prices may be obtained of the same article 
or some other article approximately identical. I am confident 
that both the family budgets and the retail prices being secured 
by agents of the Bureau of Labor Statistics are accurate and 
thoroughly dependable. 
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COMPILING AN INDEX OF THE 
LIVING—DISCUSSION 
two price charts which may be of inter- 
ive plotted the money in circulation and 
Index Number of the Bureau of Labor 
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the drawing or the study of such charts. It seems to me that it is idle 
to conduct searching inquiries into the relation between currency and 
prices without considering at the same time credit instruments which 
play a much more important role than money in modern business trans- 
actions. It is irrelevant whether the lag of the rise in prices is two 
months behind the rise in the amount of currency, as Professor Fisher 
was able to establish for the United States, or whether it is three 
months, as Professor Nicholson, by using quarterly periods, found for 
England. Very little light is thrown, by ascertaining these facts, on 
the fundamental question as to what caused the rise in prices. A 
chart like the one presented by Professor Fisher is misleading unless 
it is prefaced by a definite statement of its limitations. It is mis- 
leading because it has all the appearance of graphically presenting 
the reason for the advance in prices while in reality it may do nothing 
else than show the existence of two concurrent phenomena, the causes 
for which must be sought elsewhere. 

It is hardly necessary for me to discuss here what have been some 
of the causes, besides inflation, which have produced the upward trend 
of commodity prices: the withdrawal of a large amount of capital and 
labor from productive occupations, the increased demand for many 
commodities, the destruction of goods in the war zones and on the seas 
due to the sinking of cargo laden ships by submarines and mines. It 
is true that these causes do not lend themselves to plotting on charts, 
but this should not prevent one from keeping them constantly in mind 
when one deals with the problem of war prices. 

Professor Royal Meeker’s painstaking construction of the Index of 
the Cost of Living is somewhat impaired by the fact that the laborer’s 
provision basket does not contain at any given time all the commodities 
which Professor Meeker uses in making his computations. Unless one 
takes account of substitution and of elimination which occur with the 
advance in prices one does not gain a correct view of the situation. 
The laborer and his family may have been consumers of eggs, butter, 
and milk when certain prices for these products prevailed; but with 
rising prices they disappear from the workingman’s table, other less 
expensive goods taking their place. The difficulties of keeping track 
of such changes are undoubtedly great, but for the sake of accuracy 
it is worth while to point them out; the effect of these changes upon 


the laborer’s diet and upon his ability to make both ends meet is 
obvious. 
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te the political situation), it will be 
tic society. 

I mean that form of social structure 
the growth of the creative spirit in man, 
he trades and professions and the or- 


be accomplished until the executive, 
netions of the government codperate 
ynal associations and industrial organi- 
pportunity for the free expression of in- 
done we shall have an organization of 
for the individual, which is the only 


however, is conscious of his own part 
process will he become interested in his 
d to plan how to improve the operating 
implies change, but no change can come 
itive effort—either generic or individ- 
kind exhibited by nature in all of her 
modern science has conclusively demon- 
.ccording to exact predetermined law. 
ver, while it must, of course, conform to 
in the raw materials, is primarily con- 
itive effort. Industry is artificial and 
which do not occur spontaneously in na- 
creative power which sustains our civili- 
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zation and prevents it from reverting back to nature resides in the 
originating, selecting, and adapting faculty of the human intellect, 
but—and here is the crux of the whole matter—this faculty of 
mental creativeness is not confined to a few individuals who are in 
charge of our industries. It is common to all mankind. Proof of 
this statement lies in the fact that the majority of our industrial 
leaders have risen from the ranks. 

What right have we then to expect a high development of pro- 
ductive (creative) effort when we limit the intelligent handling of 
materials and forces to the few who autocratically claim it as their 
right to dominate the wills of others, especially when their con- 
tact with the actual work, because of the increasing size of our 
industrial organizations, is becoming constantly more remote? 
Of course, we must have leaders; otherwise there can be no organi- 
zation, but leading is vastly different from driving. ‘Teach, don’t 
boss” is a sign we see posted in industrial plants quite frequently 
in these days, and it is one of the healthy “signs” of the times. 

When our industrial leaders become our industrial teachers, then 
will “the will of man” be a much greater factor in the universal 
creative plan. 

Just so long as the majority of workmen are using their brains 
merely to direct their bodies and are doing work which requires 
little or no thought, just so long shall we have industrial unrest. 
Man is not an animal, but a free, self-determining mental centre of 
consciousness who has the power to work with or against the nat- 
ural law of evolution; that is, constructively or destructively. If 
he had not this power, he could not become conscious of the law, 
for he must know its negative as well as its positive aspect. He 
can only learn the negative, however, by a process of trial and er- 
ror. Naturally then, without an opportunity of first-hand experi- 
mentation in industries, there can be no real intelligent industrial 
growth. The autocratic industrial methods of Germany, which 
caused her notorious lack of inventive spirit, have taught us this. 
We must not fail to profit by the lesson. 

The short-sighted employer may prevent his employees from 
using their brains at their work, and, because of this, hold their 
compensation down to a low level. There is no advantage in so 
doing, however, for the result of the attempt to repress individual 
initiative is simply to deflect creative power into destructive chan- 
nels, 

This autocratic domination of the wills of the workmen, by 
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preventing | pression, is the cause of practically all the 
destructis biting themselves in certain phases of Bol- 
sheviki and I. W vements. The creative process in the in- 
dividual « ppressed—it can only be deflected (per- 
verted) int , worse still, destructive channels. 

A comp between the human being and a steampower plant 
illustrates Che internal energy of the power plant 
comes fro! y bringing together fuel, air, and water. The 
energies r these elements result in steam pressure, 
which can ted to the cylinders of the engine. If, how- 
ever, the ve | ng to the engine becomes plugged, and 
we contin to the boilers, we must allow the steam 
to escapr ite itself into the surrounding atmosphere. 
The word mificant when applied to men. If this 
relief be n 4 .ccumulated pressure will build up and 
the whole | plode and destroy itself, and may destroy, 
at the sar y other devices that are useful to man. 

The em} es the avenues to constructive work, by 


preventing from consciously expressing his individ- 


uality in , is no more intelligent than the engineer 
who shuts of m valve leading to the engine and sits on the 
safety val 

Natural | t always operate, and if disobeyed, destruction 
‘3 sure to { ‘rovidence gave to man the power to work with 
the natura yainst it, and for this reason the exact oper- 
ation of th » be predetermined. The great law of evo- 
lution is efit, for nature serves him in propor- 
tion to his ind intelligent use of her laws. He could 
not increas lige of the law, however, if it changed from 
day to day 

The hig! power in man is a mental process, and lies 
in his intellis ptation of means to ends. He cannot create 
matter or he has learned how nature works, by 
study and bservation of the laws underlying natural 
phenomena what must be done in order to create com- 
binations « ents that do not occur spontaneously. 
This is wl lturist does. He studies nature’s laws in 
action and th them. For instance, the wonderful 
juicy peac! vas literally created by the specializing fac- 
ulty of th \n uncultivated orchard will revert, how- 
ever, to its 01 d state when not attended by man. We are 
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beginning to realize through the aid of modern science the truth 
of the world-old proverb that “‘nature unaided fails.” 

I will give a different illustration from the wood-pulp industry. 
A number of years ago the cooks who handled the digesters in 
which the wood chips are disintegrated discovered the natural law 
that, if the strength of the cooking acid was increased, we could 
cook in a shorter time. Because of the careful records kept by 
our organization, this information, which was available to the 
acid makers, enabled them to recall the fact that we were able to 
make stronger acid in winter than we could in summer. From 
this we saw that, if we could create by artificial means the same 
low temperatures in our absorbing systems in summer that we had 
in winter, we should have a uniformly strong acid all the year 
around. 


As natural laws never change, we, of course, could prophesy 
what would happen if these temperatures were reduced, but, what 
is more important, we could calculate the size of the refrigerating 
plant needed to exactly reproduce the winter conditions during the 
summer months. 

Because of this accumulated knowledge of natural law, we in- 
stalled a refrigerating plant which cost us nearly $60,000, and 


paid for it out of the increased earnings in about three months. 

While I could give many other illustrations of a similar nature, 
this one illustrates what is meant by the creative power of the in- 
tellect, and how, while man does not create material substance, he 
does create combinations of material substances which could not 
exist without the aid of his powers of observation and selection. 

We cannot logically accept the point of view that man’s only 
mission in life is to reproduce his kind; so, obviously, his creative 
power must have another outlet. What other outlet can there be 
than that of mental creativeness, illustrated above? 

The more progressive manufacturers are realizing this, as in- 
dicated by a recent utterance at the Chamber of Commerce meet- 
ing at Atlantic City by one of the largest employers of labor in 
the country. What he said was: 

“T believe that that man renders the greatest social service who so 
coéperates in the organization of industry as to afford to the largest 
number of men the greatest opportunity for self-development and the 
enjoyment by every man of those benefits which his own work adds 
to the wealth of civilization.” 

This quotation indicates clearly that industries are beginning to 
develop along truly educational lines, which, of course, means fur- 
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nishing it the entire production division with prog- 
ress ré own individual operations, as well as educat- 
ing th vledge of the relationship of their work to the 
finished | \is is being done in a number of manufactur- 
ing plan rreat success, and, furthermore, it is being done 
in many odperation with organized labor. Naturally, 
this insu ratic handling of the situation, for the work- 
men ha , through their unions, to have a voice in the 
determina the manufacturing standards. The great prob- 
lem in i iy is how these organizations can be brought 
to realiz their members will only attain industrial freedom 
and mate perity when they direct their main energies to 
the creat h instead of to its distribution. Capital is 
simply gh which society can give material compen- 
sation to t lual for services rendered. It is an effect, not 
a Caust 

Ex-President Taft, in an editorial in the Philadelphia Public 
Ledger y pointed out that: “Organization of labor has be- 
come a | institution in all the civilized countries of the 
world. It to stay; it is full of usefulness, and is neces- 
sary to tl A” 

This bi ise, is not the employer who opposes the move- 
ment extre ort-sighted ? 

g industrial unit divides naturally into three 
main di ipply, production, and administration, For con- 
venienc t the subject, I have symbolized these divi- 
sions on panying diagrams, so it will not be necessary 
to incorp the text of this paper a detailed description of 
the diagra h are fully explanatory in themselves. It will 
be noted t the main function of the administration division is 
to provid ironment in which the greatest possible number 
of men ? tion’ division have the very best opportunity 
to expre r individual creative power in constructive work. 
And it is function of the supply division to provide a 
sufficient quantity of the most suitable materials in order that the 
highest ty} organized creative power can be developed. 

I am using tl illustrations from actual industry to point out 


1 Broad urse, “production” covers all the activities of the 
organizat urpose of this analysis however it is used in its re- 
stricted ser to the immediate conversion of raw materials into 
the finishe 
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what seems to me is an obvious fact; namely, that as the unit of 
which the individual plant is composed is the man, and the unit of 
which the large corporation is composed is the individual plant or 
department, so, in the natural course of evolution, the corporations 
must unite into industrial associations, which reflect their par- 
ticular kind of creative activity in society—society being rep- 
resented in its organized aspect as government. 

There is this fundamental difference between the industrial plant 
and government; namely, that, while the administrative division 
of the industrial plant organized material substances by conscious- 
ly bringing together raw materials and men, the function of the 
administrative (executive) branch of the government is to organize 
humanity by consciously bringing men into contact with industrial 
organizations. The substance of which society is composed is 
man. Men, however, in order to express their particular kind of 
creativeness, naturally associate themselves into varied types 
of industries, so that the industrial aspect of our governmental 
organization should be represented by the legislative or planning 
function. 

Believing that the principles underlying industrial organization 
can be applied to the organization of political and social structure, 
I am taking the liberty of comparing the functions of organized 
industry with what it seems to me can become the functions of 
organized society. In doing this I realize that I am trespassing 
upon economic ground, which, as an engineer and a manufacturer, 
I should perhaps know enough to keep off of. I feel, however, that 
the principles of individuality are universal, and if we are to or- 
ganize society to permit the exercise of freedom, it must be done 
according to laws which are fundamental and capable of demon- 
stration in the world of material things. When we get into the 
mental realms, we must, of course, resort to analogy in order to 
clarify our conceptions and make them practical. 

The first set of diagrams illustrates the principles of industrial 
organization, and, as they are fully described on the cuts, it will 
be unnecessary to explain them further. 

The second set of diagrams, which are also fully described, sug- 
gest a way of applying the same principles upon which the indi- 
viduality of the industrial organization is built to the individuality 
of the government itself. The titles that have been applied to 
these various headings are, of course, merely suggestive, and have 
been chosen because they describe the kind of function which it 
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seems be performed by the three main divisions of 
govel 

It | that under each of these headings I have sug- 
gested esentatives of the three aspects of society be in- 
clude irse, represents the substance of which so- 


ciety |; industry (used in its larger sense) symbolizes 
the org men under a multiplicity of different aspects 


of creative y, and government represents the organization of 
nity of action within the nation. 
these aspects of society are included in each 
dominant note in each subdivision is indicated 
ippears at the top. As an aid to show the re- 
nbered society 1, industry 2, and man 3. 
before we can fully secure the initiative of 
the word “workman” in its larger sense to in- 
clude a nity—we must conceive of the judicial function 
of th t as primarily adjudging merit instead of de- 
merit? | ts main function should be the determination of 
just rev services rendered, for if men were working in an 
envir gave full opportunity for individual self-ex- 
pressio! ld be very little destructiveness to punish. 

In the courts can function in this way, however, the 
legislat ist change their repressive character by mak- 
ing la ng industrial development rather than laws which 
hinds \ the industries cease exploiting humanity and rec- 
ognize basic reason for their existence is to provide the 
best ] vironment for the development of mankind, then 
it will fe to make the organization of industry legitimate. 

Of would not have been a safe thing to do until 
huma een organized into the trades and _ professions. 
What curred in Germany is proof of this, for in that unfor- 
tunat ocracy captured industry and dominated it be- 
fore mat had learned to organize for his own protection. 
Ther n for believing that the results would have been 
otherwi country if the Sherman anti-trust law had not 
prevent lustrial combinations from forming first. May I 

perhaps the reason for this law, which has 

perative by the action of the government itself 

ecessary to marshall the creative forces of the 

natior the great war emergency? To marshall these forces the 


governn rities did two things: 
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1. They called upon the practical men, the representatives of 
the workmen, the engineers and scientists to tell them what to do 
and how to do it. They asked those men to build up organizations 
to direct the industrial operations of the country. Gradually this 
group of men, whose training had made them masters of the ma- 
terial forces, began to accumulate information which enabled them 
to know what the nation’s resources actually were. They encour- 
aged the producers to organize into associations to aid them in 
making a complete survey of the field of resources and require- 
ments, and in this way were able to determine which organizations 
had the greatest capacity to render service. The legislative branch 
of the government was acting under the direction of these bureaus 
of industrial leaders for the simple reason that it could not act 
intelligently without them. 

How can we expect to get intelligent legislation in peace times 
without this same codperation between nationally organized in- 
dustry and the national legislative body? 

2. The second thing the government did was to administer the 
finances of the country in such a way that credit was extended to 
those who were estimated to have the greatest capacity to render 
service. Without this executive power to administer credit where 
needed, little could be accomplished for it had to be administered 
for the good of the whole country. Why then isn’t this a necessary 
peace-time executive function also? 

With the government administration of credit for the benefit 
of society, the interest charges would naturally be made as light 
as possible in order to reduce the burden, and thereby stimulate 
creative enterprise. 

With legislative coéperation to aid organized industry, and 
judicial assistance to determine just compensation for services that 
have been rendered by individuals, the executive branch of the gov- 
ernment could administer credit for the benefit of all. Credit capi- 
tal did not exist until we had associated enterprise, and its func- 
tion is to form a medium through which society can measure its 
indebtedness to the individual for services rendered. It is one of 
the most subtle forces we have at our command for it transmits 
mental impulses and therefore measures mental relationships pri- 
marily. While we refer it to gold in order to give it a material 
basing, as it were, nevertheless it is so fluidistic and reflective of 
human creative spirit that it can only be expressed in symbols 
such, for instance, as an entry in ledger or an engraved certifi- 
cate of indebtedness. 
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here that I am not in favor of governmental 
domin particular political party. My personal feel- 
ing is ti has been advocated by a certain type of political 
sociali t, in any way, lead us out of our difficulties. | 
am an t, and believe in the fullest possible opportunity 
for indiv <pression, but I feel absolutely certain that, as 
the indiv y of the industrial organization must be developed 
in orde: pportunity for the development of the indi- 
vidual ist the individuality of the nation be de 
veloped » give full opportunity for the development of 
the ind lustrial organizations and the individuals of 
which t} | organizations are composed. 

Th ys the same; namely, that any individual center 
of cons sing life, in order to express life in its full- 
ness, mu | so that it is conscious of its inner organic 
unity ter environment; that is, what is going on 
within 1 self and of the external effect of its actions. 

Th pects of individuality, as indicated by the diagrams, 
consist e, then substance organized under a multi- 
plicity | activities, which perform the special func- 
tions to « vhole to become finally a conscious wnity for 
expressing onstructive service for advancing the welfare 
of the 

Sur of nations based upon this conception of 
renderins ed not think of a type of internationalism 
which th national characteristics. Those groups 
which | naturally should work together must form 
themsel vidual societies or governments; otherwise, the 
progress n race will not be individual but generic. 
The ind f the nation must be just as carefully and con- 
scientious yped as the individuality of the plant in the 
larger t , or, as the individuality of the department 
within 1 he man within a department. When each 
nation } hat growth in creative power depends upon 
its cod} ith other nations for the welfare of the whole 
world, t! of exploitation which has dominated national 
life in the past lisappear, for it will be soon that the greater 
the serv | by the nations, the greater the reward, and 
that no true growth can come to any individual organism that 
does not this principle, whether the organism be a man, 
an indust tate, or a nation. 


= 


Securing the Initiative of the Workman 131 


In concluding this paper, I wish to state that I am offering these 
suggestions for developing national consciousness, fully realizing 
that the solution is a problem of gradual evolution and can only 
be solved successfully when many minds are at work upon it, each 
completing and correcting one another. It is the world-old ques- 
tion of the relationship of the individual life to the universal life, 
which, to my mind, will not be solved until we understand the prin- 
ciples underlying individuality, that is, how the greater life can 
include the lesser without hindering, but aiding its development. 

The problem is not impossible of solution, however, for man is 
the product of the whole evolutionary movement and therefore 
must contain the essence of it within himself. He is destined to 
become conscious of his own part in the great plan of cosmic evo- 
lution; for it is only as he consciously reflects the universal life 
that he can understand its meaning. 

A vitalized form of organization and order must therefore take 
the place of the present unorganized state of socicty if man is to 
develop to the full his latent creative powers. 


Nore.—Other articles by Mr. Wolf, describing the details of his organiza- 
tion may be found as follows: 

“Making Men Like Their Jobs,” System, Jan. and Feb., 1919. 

“Non-Financial Incentives,’ Amer. Society of Mechanical Engineers, N. Y. 
City. 

“The Creative Workman,” Technical Ass’n of the Pulp and Paper Industry, 
131 East 23d St., New York City. 

“Individuality in Industry,” “Discussion on Beating Paper Stock,” and 
“Control and Consent,” in Bulletins of the “Taylor Society,” Aug., 1915, Oct., 
1916, and Mar., 1917, “Boxleigh,” Chestnut Hill, Pa. 
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LEGAL DISMISSAL WAGE 


snp AtswortH Ross 
ersity of Wisconsin 


ument—which was a conspiracy for help- 

ind landowners to hold down and exploit 
ugh, to be sure, these magnates were often 
iption and wickedness of the bureaucracy 

ynomic interests—withheld from Russian 
to strike by requiring them to give their 
ber of days’ notice before quitting his em- 
ir to “tote fair’? between labor and capital, 
s by a law requiring the Russian employer 
ployee for two weeks beyond the term of 


here was an endeavor to enforce this law 
| workman a right to a month’s wages in- 
iges. In a number of industries the month 
| by joint agreement. In the typographic 
len agreed to a three months’ minimum 
When I was at Baku the hundred-odd oil 
in agreement with their 70,000 employees 
g other things, that on dismissal an em- 

mth’s pay for every year he had been in 

The employers made no protest on this 

general a practice which long had been 
( ompanie Ss. 


nands went pretty far. A large American 


ern near Moscow was asked by its men to pay 
sal wages for every year of service. On the 


force of a certain American life insurance 


company wit .dquarters in Petrograd the men put in a claim 
for six mol! yay all around. 

I do not vy how the dismissal wage idea has fared under the 
new indust1 n Russia and I have little information as to 
its actual w luring the troublous time in 1917 before the old 


order was bro! .. But I believe that it rests on a sound prin- 
ciple and d ; to be seriously considered as a means of stabil- 
izing indust1 relations in this country. 


In a mat nd humane civilization great importance is at- 
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tached to the economic security of the individual. As the civil 
service develops, the public employee is protected in various ways 
against abrupt and undeserved dismissal. In universities it is 
customary to notify the instructor some time in advance of the 
termination of his employment. The professor is usually given a 
year’s notice or else his salary is continued for at least a half 
vear after his services are dispensed with. School boards, hos- 
pitals, churches, and non-gainful organizations generally, feel 
that it is indecent to cut off a faithful servant without giving him 
a reasonable time to look around for another place. Even from 
private employers professional men are usually able to secure an 
agreement not to end relations without a month or more of notice. 

On the other hand, the practice of American industrial employ- 
ers is really amazing in its lack of consideration for the worker 
found superfluous. No doubt many firms take a pride in building 
up and maintaining a stable labor force and give serious attention 
to the plight of the man they have to drop. But the average em- 
ployer seems to give himself not the slightest concern as to what 
is to become of the worker let out through no fault of his own. 
I have heard of a firm long aware of the necessity of curtailment 
waiting till half an hour before the evening whistle blew to post a 
notice throwing hundreds of men out of a job for an indefinite 
time. 

Since Americans are not generally inhumane, the barbar- 
ous “firing” policy so characteristic of our industries can be ac- 
counted for only as a revival from the time of the small concern 
when the competent workman let out could walk around the corner 
and get a job just as good. That such is not the case today may 
be learned simply by interviewing a number of workingmen as to 
what loss of job has meant to them. What tales of tramping the 
streets looking for work, of rushing hither and thither on a rumor 
that this firm or that is taking on men, of returning night after 
night worn out and discouraged to an anxious family, of the sharp 
cutting down of household expenses, the begging of credit from 
butcher and grocer, the borrowing of small sums from one’s cro- 
nies, the shattering of the hopeful plans for the children! Here 
are real tragedies, hundreds, nay thousands, of them a year in 
our larger centers, yet the general public goes its way quite un- 
conscious. No wonder among wage earners the bitter saying is 
rife: “A workingman is a fool to have a wife and kids.” 

What of the far greater number who are employed con- 
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vays worrying lest they lose their jobs 
conversation with wage earners one 
i blue slip in the pay envelope really 
So long as many employing concerns 
hless inscrutable way, not deigning to 
ince hint of what will happen to them, 
ind unrest in the ranks of labor, no mat- 
urs and pay. 
iation of the wage earner in the modern 
is been his insecurity. Step by step we 
ianics lien laws did away with the risk 
ivings banks with the risk of losing his 
th the risk of preventable industrial ac- 
sation with the risk of losing livelihood 
pensions with the risk of a destitute old 
ty which remains is that of losing one’s 


that? Establish for the workman who 
r long enough to establish the presump- 


say six months—the legal right to re- 


wages when he is dismissed without fault 


| give him two weeks to look about and 


Even if he has nothing saved up and 


onth or more before his family came into 
re few competent men who cannot find a 


es are hard, and during hard times their 


gether different provision, namely, unem- 


more important, however, is the con- 
who has made good on the job and con- 
ld be relieved of the haunting fear of off- 
t pay his employer to fire him for frivo- 
ess is slack the men let out will be men 
ive not yet established the right to the 
yuld not be looked upon as something held 
a man will never get unless he is “fired.” 
the light of the “compensation for dis- 
untries allow the evicted tenant who has 


“fires himself” by persistent negligence 
no dismissal wage, and since an unscrupu- 
rge fault when there is none, there will 

hear complaints on this score, 


Lot 


A Legal Dismissal Wage 135 


The employee who quits of his own free will to take a better job 
or do something else has no claim. But since such an employee 
might “soldier” or grow careless just in order to get himself 
“fired,” the employer must have the right to escape paying him a 
dismissal wage by proving to the local board that he is “soldier- 
ing.’ As a matter of fact no workman could afford to get the 
reputation among employers of being that kind of man. 

Until we have accident, sickness, and old-age insurance, incom- 
petency arising from accident, sickness, or old age, would not, of 
course, release the employer from the obligation to pay a dismis- 
sal wage. The dismissal wage might be combined with a system 
of unemployment insurance by providing that the unemployment 
allowance should not begin until the end of the term for which 
free wages are paid. 

The legal dismissal wage should not become involved with strikes 
and lockouts. Let the rule be that the striker has not relinquished 
his job any more than the man who has been absent on account 
of sickness. When the man resumes his job—whether on his terms 
or on the employer’s—he has whatever rights he had when he 
struck. Only in case he applies for his job and is refused is he 
entitled to a dismissal wage. If he never applies, he gets nothing. 

Let the lockout be looked upon as if it were a temporary stop- 
page owing to a fire or a dearth of fuel or raw material. When 
the men are taken on again all is as before. If they stay away 
they get nothing. If they are refused their old jobs they get the 
dismissal wage. 

If the employer goes bankrupt his men’s dismissal wages con- 
stitute precisely the same kind of claim on his assets as their back 
wages. 

Since an employer could always avoid dismissing a man by cut- 
ting his wages to so low a point that the man would quit of his 
own accord, the cutting of a competent workman’s pay below the 
“going” wage for the time and place should be construed as dis- 
missal. Likewise when an employee without fault is reduced to a 
lower position in the works, or is shifted permanently to harder 
or more onerous work, the workman should have the option of 
staying on or claiming dismissal pay and leaving. 

What of “lay off” when, on account of slack business, the men 
dismissed are not replaced? Instead of dismissing men, let the 
employer cut down hours uniformly in the shop, and not until he 
cuts them below half time shall the men have the option of staying 
or of taking their dismissal wage and leaving. When a man is 
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not enough work to keep him busy but 
held open to him, let the dismissal wage 
through six weeks. If the employer has 
himself something. 
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amount of labor turnover in American 
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nvestigate why an employee is doing badly 
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AFTER-WAR READJUSTMENT: LIBERATING GOLD 
By A. C. 


Federal Reserve Board 


During the past four years gold has sustained a most serious 
fall of value. ‘Tested by price levels in leading markets, it has 
lost about one-half of its purchasing power since the beginning 
of the European War. Never before in its history has gold ex- 
perienced any such change of value in so short a period of time. 
Moreover, this great decline in its value has not been occasioned 
by an increase in its production. While the value of gold has been 
falling, its production has been declining (the decline for the year 
1917 being an amount equal to 7 per cent of the gold output of 
1916, the estimated production for 1918 being 11 per cent below 
that of 1917). Contrary to previous experience it is the fall in 
its value that has occasioned the fall in its production. Gold 
mining has become unprofitable, except for the best situated mines, 
because of the diminished purchasing power of the dollar. 

So serious a decline in the value of the standard is naturally 
calculated to awaken concern. Unless the decline is to be treated 
as a transitory phenomenon, there would be reasonable ground for 
dissatisfaction with the continued use of the gold standard. Such 
dissatisfaction was voiced even before 1914, because of the insta- 
bility that was exhibited by the gold standard. It is not surpris- 
ing, therefore, that in view of the spectacular decline of the past 
four years, question should have been raised as to the continued 
desirability of the gold standard, at any rate, unless some method 
of providing protection against its fluctuations should be made 
a part of it. Looked at from this point of view the immediate 
problem presented by the gold standard is that of restoring its 
lost value and insuring the stability of that value. 

But this is not the only anxiety that has been occasioned by the 
peculiar behavior of gold. Fear has oftentimes been expressed 
that the vast financial and credit structure that has been built up 
on the gold basis during the last four years is insecure because of 
an inadequate gold reserve, a condition which it is said threatens 
to become worse with diminishing production of gold. The gold 
standard, it is said, has been put in jeopardy because the supply 
of gold is insufficient, and heroic measures must, therefore, it is 
said, be taken to stimulate the production of gold. The particu- 
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— | for this purpose are the exemption of 
gold mining | ition, the granting of bounties to gold pro- 


ducers. and. h more radical proceeding, the diminution of 
the gold co1 

Gold ha ts purchasing power, because it has shared 
the fate of from rising prices. Prices at wholesale are 
“up” about 100 p nt or more in leading markets in countries 
where the g lard still obtains. 

Why a , and are they destined to stay up? These 
are obviou ns that must be answered in undertaking to 
estimate the prospects of gold, Prices began to go up in the 
United Stat the end of 1915, partly in consequence of 
heavy dema ( gvoods for use in the belligerent countries of 
Europe, a msequence of the easy credit conditions 
that prevail nited States, and the growing abundance 
of money f: steady inflow of gold from Europe in pay- 
ment of pul le here. That movement continued through 
the year 191( to the year 1917. Prices steadily continued 
to rise. Tl gone on rising since we entered the war, being 
now 100 p re above the June, 1914, level for whole- 
sale, and 73 t for retail, prices. 

Not un tient and exhaustive investigation has been 
made can i ermined, with anything like satisfactory ac- 
curacy, to tent the great rise of prices, which has taken 
place in t r years, is to be explained by relative short- 
age of leadin; terials and commodities, and to what extent it 
is due to th icial abundance of money. No doubt, both fac- 
tors have be: t work, and the high prices which have prevailed 
are partly regarded as indicating “scarcity values” and 
partly as is iting inflated prices. The scarcity prices will, no 
doubt, cor: elves and disappear as industry returns to 
a normal cond Inflated prices, however, present a more diffi- 
cult situat ‘heir corrective must be sought mainly in a dimi- 
nution in the of purchasing power, and must come in the 
United Stat y in the liquidation of war business and war 
borrowings 

The expat rculating bank-deposit credit in the United 
States during st four years may be conservatively estimated 
at from 40 to 50 per cent. The amount of securities issued by 
the governme! the process of negotiating the great war loans— 
in the form of bonds and certificates of indebtedness—which there 
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js good reason for believing have not yet been absorbed by perma- 
nent investment, may be estimated at six billions of dollars. 

A considerable part of our expanded credit and currency struc- 
ture is therefore undoubtedly to be accounted for by the large 
volume of war securities being carried by or in the banks. It is 
the considerable addition to the volume of our currency and cir- 
culating bank credit thus occasioned that explains much of the 
rise of prices that we have been experiencing. 

In the United States prices are gold prices, all of our paper 
currency being interchangeable with gold, and therefore, at a 
parity with gold. In part, gold prices have risen because of the 
abundance of gold, our stock having been increased by more than 
one thousand millions of dollars since 1914. However, it is not 
the direct, but the indirect, effect of this gold that has sustained 
the upward flight of prices. It is the great volume of circulating 
credit and currency based upon it that has put or kept prices up. 

Are prices to be kept up? Can they be kept up, and will they 
be kept up? 

The fate of gold and the future of the gold standard will de- 
pend mainly upon the answers given to these questions. More 
than this, the character of the whole post-war period, and the na- 
ture and length of the readjustments which it is admitted must be 
worked out, will depend upon these answers. 

Gold will not recover its lost purchasing power until prices de- 
cline. Financial, credit, and business relationships, which have 
been thrown into confusion by reason of the rise in prices, will not 
be straightened out until the price situation is rectified. But the 
price situation will not be rectified until the expansion of our 
currency and credit attributable to the buying of war securities 
on credit has been eliminated, and the volume of credit and cur- 
rency has once more been brought back to a normal economic 
volume—that is to say, a volume corresponding to the needs of 
industry and trade for the production and exchange of goods at 
normal values. 

The only reason for doubting whether the existing gold stock 
of the leading western countries is sufficient to hold out the ex- 
pectation that the monetary practices associated with an effective 
gold standard can soon be resumed, is the doubt as to what the 
attitude of the leading countries of the commercial world will be 
toward a continuance of the present inflated price structure. 
The whole commercial world is on an inflated basis. The situation 
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is wors countries than in others; in some the inflation 
is a gold infi , in others, it is a paper inflation; but in all a 
situation has been produced, either by reason of the abundance of 
gold or t bundance of paper and credit currency, that calls 
for much tl ime sort of general treatment, unless the present 
inflated | f prices is to be continued by acquiesence of the 


leading « ric It is doubtful whether any one country could 
move vel ir or very rapidly without affecting others in ways 
that would probably be regarded as detrimental and inimical. 


is an international or world problem, and the 
same may f the problem of gold. Gold will not recover 
its lost 1 til present inflated prices disappear. Action by 
any one < ry, however, in proceeding to rectify its price situ- 
ation wi rrobably do much to focus international attention on 
the prob nd to suggest the advisability of taking similar ac- 
tion. Ib |, the recent reports of the British Committee on 
Currency and Foreign Exchanges After the War and of the Com- 
mittee o1 | Facilities of Trade After the War show that 
the ma ving the studied attention of the most competent 
authorit it Britain, and that there is unanimity in the 
opinion that 1 storation of an effective gold standard is one of 
the best f protection against a further increase of infla- 
tion. I e added, it is also one of the best remedies for the 
inflation ilready exists. 

If p und views in our own and other leading commercial 
countries 1 in favor of reducing price levels by a process of 
liquidati | contraction, there is nothing at all to fear from 
the pres inished production of gold. The restoration of 
the gold idard and the monetary practices associated with it 
in th gold standard countries could soon be resumed, thus 
restoring g to the exercise of its important prewar function, 
namely, t of regulating through its international flow price 
levels in lifferent countries in accordance with international 
conditio1 und and supply, a function which has been pretty 
much in ' throughout the last four years. But even if 
only mod yrogress should be made in liquidation of war 
credits and 1 ‘f the present inflation in the western world be 
continued, there is nothing in the present diminished production 
of gold that need awaken serious concern, much less alarm, and 
least of a he United States. 


Much a believe that the permanent economic interest of the 
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United States and of the nations with which we have been asso- 
ciated require that the inflation produced by the war should be 
cured by a diminution of banking liabilities, I still believe that the 
supply of gold possessed and control'ed by them is large enough 
to supply a banking reserve adequate to maintain an effective gold 
standard, if the light thrown by the experience of the war upon 


the ability of a given unit of metallic reserve to sustain a much 
larger volume of credit than was assumed in prewar days may 
be taken as a guide in the future, provided that the supply be 
redistributed, and that some of the monetary practices begun 
during the war, which have resulted in great economy in the use 
of gold, be continued. 

Following the classic example of England, the gold standard 
countries before the war pretty generally pursued the policy of 
maintaining a considerable volume of gold coin in actual circula- 
tion. “No gold standard without a gold currency” represented 
the orthodox view. During the war the policy of concentrating 
the gold scattered in the channels of circulation and the pockets 
of the people into great reserve institutions has been systematic- 
ally followed with results that are reflected in the vast increase in 
the gold holdings of our Federal Reserve Banks and many of the 
central banks in other countries, at a rate far in excess of the 
annual output of gold from the mines. Gold holdings of the 
world’s fifteen principal banks of issue increased from $3,646,- 
000,000 in July, 1914, to $6,258,000,000 in November, 1918, a 
gain of $2,600,000,000 or more than $800,000,000 in excess of 
the total new gold taken from the mines during this period. It 
does not seem probable that, for many years to come, if ever, there 
will be a return to the old practice of maintaining a large body of 
gold in circulation. The gold, which has been concentrated in the 
great reserve and note-issuing banks, is likely to be kept there. 
The gold standard will henceforth be dissociated from the wide- 
spread use of gold in circulation. The problem of maintaining 
an effective gold standard, therefore, becomes more than ever a 
problem of banking, and especially one of the management of the 
reserve. 

Considering the great importance of the subject and the length 
and variety of the experience, it is surprising how little there is 
that can be called a science of banking reserves. Not only has 
there been great diversity of practice among leading gold stand- 
ard countries with reference to reserves, but there has also been 
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)f opinion on the subject in each of the 
More than that, if we compare the fifteen 
itbreak of the war with earlier periods of 
| that there was a marked tendency of re- 
the increase in the production of gold since 
ntury. More and more have the great 
es of gold, a large part of the new gold 
iving found its way into the banks, there 

; of a dead asset. Reserve ratios in lead- 
seldom ran so uniformly high as during the 
l, they were so high as probably to be 
ic point of view as in excess of reasonabl 


gainst which a banking reserve of gold was 
may be set down as three: (1) to main- 
rnal circulation with gold by freely pro- 
foreign drain; (2) the psychological func- 
ence in the strength, stability, and safety of 
nd credit system; and (3) to provide a store 
use in times of national emergency, such 


first is by far the most important from a 
tandpoint. It must be mainly by its ability 
ing and thereby correcting an adverse bal- 
.dequacy of the banking reserve carried in 
ed reserves must be tested. It is of course 

f changes in the amount of its banking re- 
| diminishing when the balance is adverse, 
ng when the balance is favorable—that the 
rold standard countries is kept in proper re- 
vel of gold prices; prices falling as an ad- 
rocess of correction through an outflow of 
favorable balance is in process through an 
matter of reserves from the economic point 

nt of the volume of a country’s credit and 
ut is necessary to maintain prices at their 
may be described as the most important 
banking reserve. The gold of the world 
comes from the mines is constantly in pro- 

| redistribution. It is thus that the inter- 

; maintained or rectified in accordance with 
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underlying conditions governing the equation of international de- 
mand and supply of the different countries. As such, the gold re- 
serve is an economic regulator of the very first importance. It is 
a method of testing the character and volume of a country’s credit 


and currency and so keeping it from getting out of line with eco- 
nomic requirements, particularly in relation to world conditions. 
As regards this function of a regulator, it seems obvious that it is 
not the absolute level of the reserve ratio that is significant, but 
the variations in it which take place. The decline of an absolutely 
low reserve ratio will serve just as well to indicate an undue growth 
of banking liabilities as the decline of a higher one. Indeed there 
is much warrant, especially in view of recent war experiences, to 
justify the opinion that a reserve of moderate height is a more sen- 
sitive indicator and therefore a better regulator of banking opera- 
tions than one of greater height. 

With respect to the function of providing gold to meet foreign 
demands, it is the absolute quantity of gold held under banking 
control, rather than the reserve ratio, that counts. The concen- 
tration, therefore, of the bulk of the stock of monetary gold in all 
the leading countries under banking control means a great exten- 
sion of the facilities for the international mobilization of gold— 
the loss of a given amount from a large reservoir of gold bulking 
as a lesser loss than the same amount from a smaller reserve, even 
though the reserve ratio in the latter case was in first instance 
higher than in the former. The gold strength, for example, of the 
Federal Reserve System internationally considered is to be found 
in our holdings of more than two thousand millions, quite irrespec- 
tive of what the reserve percentage of the system as a whole might 
happen to be at any moment. The loss of what in prewar days 
would have been considered a very serious drain can now be faced 
with comparative equanimity. 

With respect to the national emergency function of the reserve 

that is, making provision by the accumulation of something like 
a national gold hoard against the vague contingencies of inter- 
national politics—much will depend in the future upon the basis 
on which the affairs of the world are to be re-ordered as a result of 
the peace settlement. If the League of Nations, reduction of 
armaments, and the like become realities, then the accumulation 
of hoards of gold under the impulse of national fears or ambitions 
must be suffered to go the way of other outworn practices. Thus 
will the functions of banking reserves be reduced more nearly to 
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quirements and reserves which have been 
in the past be quite adequate in the 


function of inspiring public confidence, 

of psychology. A reserve is adequate if 
The events of the last four years 

r of the importance of a banking reserve 

il standpoint into a diminishing perspective. 
irkable financial by-products of the war 
which popular expectation, confidence, and 


themselves to the substitution of fiduciary 
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t that, even in countries which suspended 
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y that a permanent impression has been 

ibits as a result of the war, which will 

is a means of inspiring confidence in the 

of a country’s financial system, a steadily 

in the future. Suggestion, experience, 

to do with this sort of matter. Just as 

ind habit had much to do with reserve ideas 

European War, now that a definite break 

made new ideas and more economical and 

stand a better chance of acceptance. A 

monetary and reserve practices seems not 

the financial experience of the war and the 
the after-war situation. 

is in an exceptional position for taking the 


banking practices along more economical and 


use of our assured creditor position; (2) 
dented gold position; (3) because of our 
neial strength. 
nation to the extent, if not at the moment, 
future, of five hundred million dollars a 
ised our stock of gold since the beginning of 
fully 50 per cent. At the same time by the 
we have reorganized our banking reserve in 


ly to economize its use and efficiency, making 
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safety than ever before. More than two thousand millions of 
gold concentrated in the hands of the Federal Reserve Banks con- 
stitutes it the greatest gold reserve the world has ever known. 
We are, therefore, in a matchless position to assume the func- 
tion of a free-gold market, a function which the world in the pro- 
cess of economic readjustment and recovery will sorely need. 
There must somewhere be a market in which claims can be estab- 


lished in gold with a certainty that they can be cashed in gold 


and that gold will be forthcoming for foreign shipment. What- 
ever might have been said in justification of the embargo on gold 
shipments, which the United States in common with the other bel- 
ligerent nations have practiced as a matter of admitted military 
necessity, the embargo should be lifted at the earliest practicable 
moment; that is, as soon as our international financial relation- 
ships are such that we are no longer under the necessity of taking 
care of adverse balances of the nations with which we have been 
associated in the war arising out of their trade with neutral 
countries. 

We must deal with our great gold stock in a spirit of liberality. 
We have far more gold than we need to do our money and bank- 
ing work. The surplus was obtained from other countries largely 
because of their necessities. They need it back in order to effect 
the restoration of their finances, more particularly to insure the 
resumption and maintenance of gold payments. We should not 
hesitate to part with much of it if we could have the assurance that 
the countries receiving it would proceed to lift their embargoes and 
restrictions and deal in the future with gold in the spirit of the 
new international reciprocity which is expected to be one of the 
consequences of the war. 
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USTMENT: LIBERATING GOLD-DIS- 
CUSSION 
There are three statements in Dr. Miller’s 
discussion: 
was at a discount with respect to gold 
1 Great Britain was not. 


System has been patterned too much after 


ir mobilized gold. 
1 statements to the effect that French and 
liscount with respect to gold. But the vital 
ikness of German finance as compared to 
s that the latter had a great financial re- 
ins raised in the United States while it was 
nt credits extended after it entered the 


ved the financial difficulties of the Allies. 
yment advanced credits to cover purchases 
strength of our associates in the war was 
m with the United States, just as Germany’s 


isolation, The increase in her paper money 


» of gold to notes was not very different from 


italy. 

post-war moral, the value of coéperation 
lish international credit. 
the Federal Reserve System has developed 
bject to qualification. 

of the German banks is the alliance be- 
banks. The Norddeutscher Lloyd and the 
remeine Electricitaets Gesellschaft, and the 
ft are illustrations in point. The banks in 
lerwriters and issue the securities of the re- 


rast, our Federal Reserve members are more 


t, like the British and French banks. How- 


) well of the union of industry and finance 
tish Trade Corporation to secure the benefits 
nch, Deputy Victor Boret, in his Credit de 
lity of the French banking system and lauds 

in. Eugene Le Tailleur, author of Pour 
Democratie Nouvelle, says, “The nameless 
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barbarism of German militarism should not let us forget that Ger- 
many represents a stage superior to our own in economic organization, 
and that she has so far surpassed us on the road of industrialization 
that we shall be obliged, whether we will or no, to become inspired by 
her methods.” 

No less an authority than Sir Edward H. Holden of the London 
City and Midland Bank, in his annual report for 1918, praised the 
organization and functioning of the Federal Reserve System. 


Again, as far as the gold policy is concerned, not alone Germany, 
but the entire Continent made it a point to conserve its gold supply. 


Figures of the excess imports over exports of gold for the decade 1903- 
12 

For Germany $340,538,000 

For France 676,592,000 

For Italy 93,037.000 
The Federal Reserve System was established almost at the beginning 
of the Great War. Its development took place under abnormal con- 
ditions. As a war-time expedient the Federal Reserve System followed 
the peace-time policy not of Germany but of the Continent. 

8. As for an after-war gold policy, we ought to hold on to our 
mobilized gold until and unless we know what the policy of the other 
powers is to be." 

There are two reasons for this course. We entered the war for no 
selfish gain. As Mr. Wilson put it, ““We ask nothing for ourselves that 


we would not ask for all the nations.” Selfish schemes may be thrust 
forward by some of the nations at the peace table. Controlling one 
third of the world’s gold supply, the plea of America for a sane inter- 
nationalism may not fall on deaf ears. It might be advisable to take 
no action on our gold policy until the Peace Conference has closed its 
negotiations. A second reason is that if international credit is to be 
reorganized, it will probably be as a result of some joint action by the 
Powers. We should therefore consider ourselves trustees until a com- 
mon financial policy and an international financial organization is 


developed. 


1 The Cunliffe Report recommends that England build up a “normal mini- 
mum central reserve” of three-quarters of a billion dollars. 
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OF THE GERMAN MARK 
J. KE. Rovensky 
of Commerce in New York 


mercial countries of the world are to- 
day (D more or less off the gold monetary basis. 
Interna to a large extent subject to arbitrary 
regulat fective measure being the inter-govern- 
mental en negotiated between the Allies. To 
the exte1 mal exchange is free of such regulation, 
it may t on a gold, but on a commodity, basis. 
The exe reached the levels that probably would 
have re play of the commodit y-basis principle 
when tl inge rates, although one of the most 
sensitiv trade when the fluctuations are within 
custon played at times during the last four 
vears a y and lack of full response to trade con- 


ditions explained by people’s habit of thought 


and tra | has retained its place in the people's 
thoug! easure of values, even when commodi 
ties hav of international payments. And paper 
money, ble in a fixed weight of gold, has in 
many ¢ ich closer to gold par, both in domestic 
and in i hange, than was warranted either by thi 
prospect ption or by the course of international 
commoda 

The ( ws the range of exchange fluctuations at 


New 


Drarts 


England { pt. 1, 1915) 4.7580 
France r. 18, 5. 3/t 5.451, 
Italy £90 ! ) (May 27, 1918) 5.16 6.36 
Switzerla 5214, (Mar. 2, 1915) 5. 3/8 4.80 
Holland 5 ] 9 5/16 ( Apr. 15, 1915) 421/, 
Sweden 47 ) 4.28 (Feb. 24, 1915) E 29.40 
Norway 3 44.23 (Feb. 24, 1915) 
Denmark 41/8 (Feb. 24, 1915) 
Spain 30.7 18.60 (July 2, 1915) 

* Rates 

The ray vhich exchange rates have moved toward 
normal | the end of the war is most remarkable. Be- 


Sicut 
Low 7/27/14 12/24/18 
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tween October 1 and November 18, 1918, we witnessed the 
lowing changes: 


Country Oct. 1 Nov. 20 Per cent of Change) Per cent of par 


England 4.7655 4.765 0010496; 97.9140; 
France 54525 }- OL3ST% 95.9585 
Italy 6.35 6.35 --O0-- 81.601% 
Switzerland 1.69 4.95 5.543% 104.673° 

liolland AT 4225 10. 1063° 105.0990; 
Sweden 32 .2800 12.50% 104.477 

Norway 2950 2750 6.779% 102.611% 
Denmark 7.266% 100 -- 
Spain 5 .2000 10.1125 103.6266 


To a large extent sentiment and foresight on the part of inter- 
national bankers caused the movements in the neutral exchanges, 
although the immediate prospect of less restricted shipping also 
played an important part. The Allied countries moved the least 

the exchanges there are more or less linked with ours and fur- 
thermore are in complete control of their respective governments. 

Notwithstanding this rapid progress toward normalization, the 
prospects are that exchange on a large part of the commercial 
world will remain upon a commodity basis for some time. The 
United States and Japan are now, in my opinion, in a position to 
permit the free movement of gold if it were not for the financial 
cord that binds them to the Allies. England also should shortly b« 
able to permit the free movement of gold, with France following 
closely. Resumption on the part of the other Allied countries 
(excluding Russia and the minor countries) may be somewhat 
slower, but should present no great problems. This, however, can- 


not be said of the enemy countries, and the problems presented by 


their situation range from mere hope to utter despair. 

We may ignore the problems of Turkey and Bulgaria—they are 
practically of no importance to the commercial world—and con- 
fine ourselves to those of Austria and Germany. Austria has 
disintegrated into a number of nations, each of which will un- 
doubtedly assume its share of the prewar debt, but most of which 
will also undoubtedly refuse to assume any part of the war debt. 
This will leave the extra burden of the war loans resting upon the 
German part of Austria and Magyar Hungary. The tremendous 
expansion in the volume of currency, being based cither indirectly 
or directly upon advances made by the Austro-Hungarian Bank 
to the government during the war, will fall upon: the German and 
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Magyar 1 f the former empire. The financial future here 
depends ely upon the political future of these coun- 
tries. Shi | Hungary sever her connections with Austria—as 
seems c¢ t } nt—she should assume her share of both the 
war and p ir debts of Austria-Hungary. Being partners in 
crime, t] ild be partners in punishment. Just how Hungary 
would s¢ il problems is not of much importance to 
the con rid, but it is difficult to conceive any measure 
that could her back to a gold basis, within a reasonable 


length of t rt of a drastic revision of the currency amount- 


ing to p tion. German Austria probably will ally 
herself w G ny proper. Bearing in mind the condition in 
which sh for membership in the German family, let us 
consider 1 em of Germany herself. 

German} lay, according to the best information I can 
gather, re i ng to almost $548,000,000. But part of this 
was probab n from Russia. By the terms of the armistice, 
the Rus part to be surrendered at once. Although we are 
unable t tly how much we need to reduce the gold hold- 
ings, let tatement of the Reichsbank of December 14, 
1918, at value, and count Germany’s gold reserve at 
$548,000,06 \t about the same time, Germany had paper 
money is it $7,200,000,000, including Reichsbank notes 
of about $4,680,000,000, Darlehnskassenscheine of about $2,400,- 
000,000, round $100,000,000 of Imperial Treasury notes. 
The foreig: f the German government is, apparently, small, 
and much han offset by credits granted to allies during the 
war, sO f which may some day be collectible. But the do- 
mestic f | debt is about $23.500,000,000. In addition, there 
is a large float debt, and there are heavy debts incurred by the 
various s| f the Empire, and by the municipalities during the 
war. Not ese public debts are to be counted as additional 
to the paps y outstanding, since to a large extent the paper 
money is secured by these debts. But with all possible subtrac- 
tions, th es resting directly or indirectly on the German 
Empire are appalling, without any consideration of the indemni- 
ties sure te 

The real difficulties of the situation are perhaps more precisely 
revealed if we consider the enormous expansion of the demand 
liabilities of the ¢ n banks, including the Darlehnskassen, and 
taking a t of both notes and deposits. The full story is hard 


i 
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to get. But the figures that follow indicate clearly enough the 
trend. 

The Reichsbank notes were only $692,000,000 on July 31, 
1914, but reached $4,000,000,000 by October $1, 1918. De- 
posits in the Reichsbank were $300,000,000 on the earlier date, 
but had reached well over $2,000,000,000 by the later date, mak- 
ing a total expansion of demand liabilities of over $4,000,000,000. 
The whole of the $2,400,000,000 of the Darlehnskassenscheine 
represents war expansion. In addition, we have gigantic swelling 
of deposit liabilities of the other German banks. Thus, the 
Deutsche Bank’s deposits were $395,000,000 at the end of 1913, 
and $1,415,000,000 at the end of 1917; the Dresdner Bank (same 
dates) increased deposits from $240,000,000 to $730,000,000, 
and the Discontogesellschaft from $250,000,000 to $725,000,000. 
These increases are partially due to amalgamations. To sum up 
these items would be misleading, because, on the one hand, there 
are some duplications—deposits and notes of the Reichsbank are 
in part assets of the other German banks; and misleading on the 
other hand, because we have not included in our figures notes of 
the other German banks of issue, or (much more important) the 
great increase in deposits of other German banks. But these 
figures indicate an enormous increase in the current liabilities of 
German banks. 

To offset these, there is little increase in really liquid assets. 
The great bulk of this expansion must rest on the war obligations 
of the German government. Commercial and industrial paper of 
a satisfactory character must be exceedingly scarce. The gold 
of the Reichsbank increased from $298,000,000 to $607,000,000 
between July 31, 1914, and October 31, 1918, but part of this in- 
crease has doubtless been drawn from the other banks in Germany 
and much of it from the pockets of the German people, so that it 
does not represent net gain for the system as a whole. In any 
case, it is far from an adequate offset to the loss of liquidity in 
the great bulk of the assets of the German banks. 

The exchange value of the mark, measured through the medium 
of neutral exchanges according to latest information obtainable 
(Nov. 18, 1918), is about 58 per cent of par. If the barriers 
upon trade and exchange operations were to be lifted today, the 
mark would probably decline further, as Germany would seek to 
import far more than she could export, and foreign capital would 
for some time not be likely to flow there. Admitting the German 
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part of A y not lessen her financial problems. 
On the co1 be greatly increased thereby. The 
indemnities \llies will add to her external obliga- 
tions that 1 tim: be paid by exports of commodities or 
gold. All t w the extremely difficult position in 
which Gern ’ rself when she seeks to reénter the 


world’s mat enter with her currency on any 


other than n international exchange, and if 
she decides of resuming the gold basis by means 
of contract through taxation and the funding of 
loans, the oj re many years. A vigorous policy 
by a strong t 1 contract the outstanding paper to 
a point th sumption of gold payments. The 
process wo t the hoarded paper money from the 
people by 1 ic loans, and turn over the proceeds to 
the Reichs Darlehnskassen in cancellation of the 
government’ these institutions. It is not at all 
necessary t sunt of gold before resuming specie 
payments, | vholly unlikely to use such a vigorous 
policy. In »rable event which it is reasonable to ex 
pect, she w ny years upon a most unstable_basis. 
Meanwhile the commercial world would be oper- 
ating upon nd the mark would be subject to vio- 
lent ¢ xch ing 

Will Germ s extremely difficult policy, or will sh 
remedy het s and those of German Austria by 
that favor f the politician financier—a revision of 
the curren well-sounding arguments can be mar- 
shalled in fa that I am inclined to the opinion that 
some such ce attempted, It will be contended that, 
the govern: wed a depreciated currency, the debt 
should not money possessing greater commodity 
value. It is var creditors would fare unjustly, but 
after all tl debts is not to be compared with the 
volume of t he currency issues. Furthermore, a 
revision pla y placed in operation that it presents a 
tempting av pe for the political financier from the diffi- 
cult prosp¢ g debts in gold. A new currency would 
be issued, | issue of German marks and Austrian 
crowns wou le at par, the gold content of the coin 


in which tl would be redeemable being based upon 
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international exchange rates of the old mark at the time of the 
“revision” (or repudiation). Thus the country would immedi- 
ately find itself “upon a gold basis.” 


Whether the Allies would permit such a measure is a question 


that depends upon many factors now uncertain, but at present it 
does not seem to me that they would be greatly interested. Their 
indemnities would be payable in gold or its equivalent and they 
may reason that a “revision” process is less likely to repress in- 
dustrial activity in Germany than heavy taxation and a contrac- 
tion of currency. They may, therefore, view with favor such a 
policy, believing it to add to Germany’s ability to pay the indemni- 


ties. 
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\ TIONS ON FOREIGN EXCHANGE 


By 


Rogert L. Owen 


ted States Senate 


hould be kept at par throughout the 
he medium through which inter- 
preferably be made. 
government, should provide that the 
gold par throughout the world in 
it least to the extent that at some 
h as London, Berlin, Petrograd, Paris, 
iding points in other parts of the 
erchants can rely upon the American 
gold par for the currency of other 
a government to absorb 


difficulty in making this effective and 

the long run, for the United States 

Reserve Foreign Bank that would keep 

us points, and thereby would be able 
ithout difficulty. 

with exports through a period of 

ny other way, except temporarily and 


commodities and services with goid or 
| degree, for the obvious reason that 
ive no gold with which to support its 
culation of gold must remain relative- 


zed as a principle that nations must 
ervices with commodities and services, 


lits, except as a temporary bridge, it be- 


restricting imports in that precise de- 
just to the extent that they refuse the 


hey prevent other nations from accepting 


it of the 


being accepted, it will be seen that 
d keeping it there will involve no real 
United States. 
ng this should be provided through the 
Bank, a plan for which I presented to 
ession of the Senate. 
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It may easily happen that the United States would receive more 
goods from some country than the United States would ship to 
that country. In that event, United States bonds should be placed 
in such country to bridge the temporary commodity indebtedness, 
or the indebtedness should be liquidated by drafts drawn on other 
nations where the United States has a credit based on commodities. 

The one matter of vital importance is to put the dollar at par 
and keep it at par, permitting it to go neither up nor down, so 
that manufacturers and merchants, importers and exporters, 
throughout the world, shall always have a fixed monetary stand- 
ard for measuring their contracts. Men who sell goods to America 
in terms of dollars do not want that dollar to depreciate, just as 
the silk merchants of Italy, who sell silk for the lire, do not wish 
to find a violent depreciation of the lire. If the dollar was stabil- 
ized by act of government, contracts between Italy and the United 
States would be drawn in terms of dollars and not in terms of lire. 

A merchant buying goods from Spain in terms of pesetas is in- 
jured if the pesetas rise 50 per cent, as they have done since the 
United States entered the war. A merchant should make his pur- 
chases in terms of dollars, and the seller would be willing to sell 
in terms of dollars, if the dollars had a fixed gold relation to the 
pesetas and the peseta was not standardized relatively to the 
dollar by its own government. 

In other words, if the dollar is made a standard measure of 
value by the government—and this can be done without any serious 
cost—a dollar will be the measure of international contracts 
throughout the world, and New York will become the financial 
center of the world through the discount of bills payable in terms 
of dollars. 

Great Britain understands this quite well and in a certain de- 
gree has standardized the pound sterling. 

Importers and exporters, and above all, bankers, should demand 
that the American dollar take first rank as the measure of value 
of contracts throughout the world. 


Monet 
by the w 
flation an 
gold infla 
preciatio 
the world 
before tl 
living, but 
to what 
creased 
was only 

Prior 
increas¢ 
the dem: 
level. Tl 
prices. 
remedi S 

As tot 
in prices, 
as the Pp! 
would be 
prices (oO 
on the de 
However, 
an evil. 

The ti 
monetary 
applied, 
in weight, 


for that \ 


to the va 
fecting th 


changes 


the yard, 
doe Ss but 


another, 


IZING THE DOLLAR 
By Irvine FIsHER 
University 


ighout the world have been disrupted 


rious forms, such as paper-money in- 


on among the countries at war, and 
tries, has everywhere caused a de- 
Consequently we have high prices 

re is no scarcity of goods. Already, 
d-wide complaint of the high cost of 
ntry before 1914 was small compared 
Between 1913 and 1918 prices had in- 
is between 1896 and 1913 the increase 


of a disproportion between the 
ency and the more rapid increase in 
ere had been a decrease in the price 
ich complaint as the present rising 
come so serious that various alleged 
top or offset the fall. 
| expectation seems to be of a decline 
ver, if sharp, be just as great an evil 
\ rapid contraction of the currency 
times of reconstruction. A fall in 
dollar) would put a heavy burden 
y so much more than he borrowed. 
tain, and the very uncertainty is itself 


sing power of the dollar and other 
en and, until some radical remedy is 
The dollar is, to be sure, stable 

is 25.8 gr. of gold, 9/10 fine. But, 

s in value-in-exchange, according 
gold and the various forces af- 
ey, such as methods of gold mining, 
ind so on. Other units, the pound, 
fluctuated as the “unit of value” now 
of civilization, they have, one after 
Our unstable and unstandardized 
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monetary units are among the last remnants of barbarism and are 
out of place in present-day civilization. 

The fundamental reason why the dollar has not hitherto been 
standardized in value is that only within a generation have we 
had the means of measuring its value. Before the pound weight 
could be stabilized, scales had to be invented, and before any other 
units could be stabilized, the proper instruments for measuring 
them had to be devised. For measuring changes in the price level 
we now have the “index number” of prices. 

This use of the index number would carry one step further the 
transition in our conception of money which began with the Bul- 
lion Report. At that time, the public was educated up to the 
point of recognizing gold as the standard for measuring paper 
money, although in the market paper was the standard in terms 
of which the price of gold was recorded. But it still remains to 
grasp the concept of measuring gold in goods instead of, as at 
present, goods in gold. It is as great an advance in thought to 
think in terms of goods instead of in terms of gold as it was, a 
century ago, to think in terms of gold instead of in terms of paper. 
Whether, in the future, we shall find a still more absolute standard 
of value need not concern us now. The point is that we now have, 
in the index number, a means of measuring gold appreciation and 
depreciation in terms of goods. 

In connection with the proposal to stabilize the dollar, two main 
questions need to be asked: (1) At what price level do we want to 
start a stable dollar? (2) How can that price level be kept? 

In regard to the first question, the present price level is so ab- 
normally high that it seems doubtful wisdom to launch a plan which 
would fix the dollar at its present low purchasing power. At the 
same time it would be absurd to go back to 1896, the low-water 
mark of prices, for the debts existing then have almost all been 
paid and wages and salaries have become adjusted to a higher 
level. We can not now do justice to all those who suffered by 
past price movements. The chief object of stabilization is to pro- 
vide a stable yardstick for contracts to serve future generations 
of business. Next in importance is the object of preventing in- 
justice, in the immediate future, to those who are now debtors or 
creditors or who would otherwise be affected by any impending 
unforeseen fluctuation in monetary standards, It may, therefore, 
be necessary to endure some injustice, at the time of inaugurating 
the new plan, for the sake of bringing about the ultimate reform, 
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None of the technical difficulties in such a plan is in any way 
serious. I shall refer to only a few of them. 

First, as to the gold reserve behind the proposed gold certifi- 
cates or, as they would better be called under the new system, the 
gold dollar certificates. If the gold dollar certificates outstanding 
are now equal, dollar for dollar, to the gold in the Treasury, but 
next month, because of a change in weight of the dollar, they call 
for one per cent more gold, must the Treasury find the additional 
bullion and if so how? It would, of course, be perfectly possible 
(though not necessary) to maintain, as at present, a 100 per cent 
reserve against these certificates, the government making up the 
deficit when gold depreciated, perhaps through taxation. If, on 
the other hand, gold were appreciating, the government would 
reap a profit. This gain and loss, however, are not really new 
phenomena resulting from stabilizing the dollar. They exist to- 
day. But, under our present system, the loss (or gain) falls on 
the individual holder of gold certificates instead of on the gov- 
ernment. Stabilizing the dollar simply affords a specific measure 
of this loss, if it be a loss, and maintaining the reserve translates 
that loss into taxes. 

It would be more simple, however, to allow the reserve gradually 
to fall below par, say, to 50 per cent, before replenishing the sup- 
ply of bullion. Any surplus above this 50 per cent which might 
exist at a time of falling prices or decreasing dollar weight could 
be put to work to earn interest which would to a large extent 
provide against loss when prices began to rise again. This could 
be done by investing this “surplus” in government bonds. 

A second technical point in the plan is the choice of the index 
number which is to be the basis of the changes in the “doilar- 
weight.” Although the method of computing the index number 
has surprisingly little effect in general on the resulting figures, 
nevertheless differences do appear; and it is therefore worth while 
to construct an index number as nearly perfect as possible. The 
main factors are the markets from which prices are collected; the 
kind of prices, that is, wholesale or retail; the list of commodities 
included ; the frequency of calculation; and the formula for calcu- 
lation. 

For the first, the markets should be the chief public markets of 
the United States such as those now used by the United States 
Bureau of Labor Statistics, and the prices should be secured 
through government agents and trade journals. 
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il index numbers are calculated and pub- 
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ost importance. 


STABILIZING THE DOLLAR—DISCUSSION 


B. M. Anperson, Jr.—It is, of course, unnecessary in this com- 
pany to state that I speak only as an individual economist, but for the 
sake of the record, I wish to make that statement. I should like to 
propose a constructive suggestion in connection with Professor Fisher's 
plan. I think it was six years ago that Professor Fisher and I first 
discussed his plan together at a meeting of the American Economic 
Association. At that time, I recognized the theoretical feasibility of 
his plan, but questioned its desirability on practical grounds. In the 
interval, I have become more sympathetic to the central idea of his 
plan, and if it were modified in the manner which I have to propose I 
should be disposed to advocate it, though without this modification I 
should regard it as dangerous in the extreme. 

The modification I propose is that changes in the gold content of 
the dollar or in the weight of gold bullion in which the paper dollar 
is to be redeemed should be limited to 2 per cent or 2144 per cent per 
annum. This would be adequate, as an examination of index numbers 
will show, to prevent such long-time swings in the average of com- 
modity prices as took place between 1879 and 1896, or between 1896 
and 1918, and so would make the dollar a satisfactory long-time 
“standard of deferred payments” securing justice as between debtor 
and creditor in long-time contracts, and freeing the world from un- 
certainties growing out of variations in the production and consump- 
tion of gold. It would, however, leave price levels still subject to 
those short-time fluctuations which come from variations in the 
values of goods, particularly those connected with the ups and downs 
of the business cycle, or with wars. Price changes in war are neces- 
sary. And there are other and better methods of dealing with the 
business cycle. 

Not all changes in the average of commodity prices come from vari- 
ations in the value of money. I think that the long time swings from 
1873 (or from 1879 in the United States) to 1896, and from 1896 to 
1913, were due primarily to changes in the value of gold. During the 
earlier period, the production of gold fell off, industrial consumption 
of gold increased, and new countries tried to extend the use of gold 
in their currency. From these various causes, gold rose in value, and 
as a consequence commodity prices tended downward. There were 
other factors making commodity prices tend downward. Great new 
agricultural areas were opened up and transportation improved, mak- 
ing agricultural products cheaper, while new manufacturing methods 
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increased f manufactured products and lowered their 
value, th the fall of commodity prices. But the main 
factor v rsely, in the second period, there was great in- 
crease i f gold leading to a decline in its value and 
le ading t L cC se in commodity prices. During this pe riod, 
there we s from the goods side making prices rise. The 
per capita t animals declined markedly in the United 
States, factors of similar kind were at work. The 
rise in ] United States was only in part due to a de- 
cline in ' 1. None the less, for the great rise in prices 
from 18 1 was mainly responsible. During the war, 


has been in the value of goods and not in 


the valu d wisl 


howeve I 
1 to limit Professor Fisher’s plan to 
deal wit hich come from the side of money and not 
to throw the whole burden of preventing all pric: 
changes by his plan to keep the value of money con- 
stant, al m in the further effort to vary the value of 
money o offset variations in the values of goods. 
For shor of gold is fairly stable. The annual pro 
duction of very moderate addition to the great perma- 
nent sto ) ld’s gold, and the psychological attitude of th 
world to give it great stability in value. The 
belief i the value of gold tenaciously held by bankers 
as well a f the people is itself a social institution which 
operates yard making gold stable over short periods of 
time. 

Tos ts the notion of a value of money as distinguished 


1 


from th evel of prices is meaningless. To them a 
change i f prices is ipso facto a change in the value of 
money. 1 listinction I have just drawn between changes 
in the p1 | by changes in the value of money, and changes 
in the pric 1 by changes in the value of goods, will hav: 
no sign however, urge some practical considerations 
which n them as imposing limitations on the possibili- 
ties of P1 rs plan, whether they accept the theoretical dis- 
tinction 

Profes lan assumes instant redemption in gold. It 
will work Treasury stands ready at all times to pay out 


rold in ine: tounts as prices rise. It assumes a gold standard, 


or at all « | redemption, and is merely a refinement of that 
system. H n operation at the beginning of the war, the 
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Bank of England would now be responsible for nearly two and a half 
times as much gold for every bank note outstanding as it is now re- 
sponsible for. The bank’s gold holdings could not have stood the 
strain. Early in the war England would have gone off the gold stand- 


ard absolutely and entirely, and prices would have risen in England 


higher than they have risen. Our own Treasury with all our gold 
would have been subject to great strain. Whether it would have been 
forced off the gold standard is not certain, but that it would have 
adopted the policy of suspension of gold payments is certain, and 
Professor Fisher’s plan would consequently have broken down. 

This plan, a refinement of the gold standard, and presupposing the 
gold standard, is too delicate and fragile a barque to navigate such 
troubled waters as the war has brought about. 

Unless the changes under Professor Fisher’s plan are limited to 
very small amounts, the plan would expose the Treasury to the activi- 
ties of speculators in gold. Professor Fisher has seen this himself, 
and has proposed a special brassage charge of 1 per cent, which would 
have been adequate to meet the moderate changes that it was designed 
to meet in prewar times, but had his plan been in operation during the 
present war, with prices changing sometimes as much as 7 per cent 
a month, and rising 100 per cent or more in four years, the raids on the 
Treasury would have been intolerable. It has been suggested that 
the “bull” speculator in gold, that is, the man who anticipates a fall 
in prices and who takes gold from the Treasury expecting later to re- 
turn it to the Treasury and get back a larger number of dollars, would 
be handicapped not only by the brassage charge, but also by the loss 
of interest on the gold bullion through the time that he held it. This 
is true, and it would tend to limit gold speculation in gold unless entici- 
pated changes were very great. Even so, if such a drastic fall in 
prices were anticipated as now seem imminent, the “bull” speculator 
might very well take out gold and keep it six months and return it to 
the government with a handsome profit. But the case is radically dif- 
ferent with the “bear” speculator in gold, that is, the man who, an- 
ticipating a great rise in prices, turns gold into the Treasury and 
takes out money, expecting to return the money later to the govern- 
ment and receive a larger amount of gold. This speculator has a posi- 
tive advantage in the interest factor. He can take the money and 
lend it out during the time that he is waiting for the gold content 
of the dollar to increase, and so make interest as well as a profit on 
the speculation. It is not possible to protect the Treasury against 
raids from speculators under Professor Fisher’s plan unless the an- 
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nual chang y limited. If Professor Fisher's plan were 
applied to wv litions and the effort to keep prices stable 
during the g would be no way of preventing speculative 
raids on tl | re 1 reserves. 

Some otl | ink we probably all agree that Professor 
Fisher’s pla t be adopted except by international agree- 
ment, in view t ince which it would involve in the inter- 


national ex | world must look forward to bringing its 


monetary s rold basis as soon as possible, and the 


major cou! rid should concur in any such plan as this 
before it is 

It is nec nsider the price level which is to be chosen 
as a norm vhich we shall start in adopting Professor 
Fisher’s plat Pro r Fisher suggests the price level of 1916, 
which is, on t Labor Statistics index number, about 23 
per cent al el of 1913, and perhaps some 71 points on the 
same index | rage level for 1918. In support of this 1916 
price level, | Fisher urges that 1916 represents about the 
center of g? ting contracts. I am disposed to accept the 
year 1916 iving about the right base, though not for the 
reasons that | isher offers. I think that men who made 
contracts in leed at any time during the war, did so taking 
into accou! nges in prices, and that no injustice has 
come to th tly from such price changes. I am interested 
in Profess n only as eliminating the changes in prices 
which cant forecast, which run for long periods of time. 
I am interest n, in other words, for the sake of making 
money a good standard of deferred payments. For the 
short-time lined to the view that gold money is new a 
good stand changes through short periods are not due to 
variations i f gold, but due to the variations in the value of 
goods. 

My reas clined to accept the average of commodity 
prices for | | base is simply that it seems probable that 
that is abo to which we will naturally return in the im- 
pending post 1e of commodity prices, and that it will prob- 
ably be a g s before we get back to the 1913 basis if 
we ever d please not understand me as venturing any 
exact prophe itter. No one, certainly not myself, is com- 
petent to ma exact predictions as to what level of prices we may 


expect to rea ng will have to work out experimentally. 
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In any case, I take it we all agree that the plan should not be 
adopted at the present level of prices. To do that would simply per- 
petuate all the injustices which people on fixed incomes, bondholders, 
salaried men, universities, savings banks, public utilities, laborers in 
industries repressed by the war, and others, have suffered during the 
war, while if prices are allowed to come down in natural course, much 
of this injustice will be automatically cancelled. 

Even with the modifications proposed by Professor Fisher's plan, | 
should still prefer some such plan as regulation of the annual output 
of gold through government monopoly or through a variable tax on 
gold production, or something of the sort. This would prevent diver- 
gence between the value of gold and the value of money. Professor 
Fisher’s plan has the centre of the stage, however. Very many econo- 
mists are interested in it and not a few public men. If adopted in the 
modified form which I suggest, it seems to me that it would represent 
a very distinct improvement in our monetary system. The modifica- 
tions proposed are in summary: (1) that it be done by international 
agreement; (2) that it be done only after prices have gone down to 
something like a stable normal level; (3) that changes under the plan 
be limited to 2 per cent or 214 per cent a year. 

One or two comments on certain other points that have been raised 
this morning. I cannot see how men can so ignore the facts of the 
past eighteen months as to insist that our high commodity prices are 
due to bank expansion caused by the government’s war finance. The 
great increase in commodity prices of this country took place by June 
of 1917, before our heavy government borrowing had got well under 
way, and the rise since that time has been surprisingly moderate. 
Moreover, our main bank expansion took place before government 
borrowing got largely under way. The expansion from June, 1915, 
to June, 1917, in total bank resources of the United States was some- 
thing like $10,000,000.000, while in the year that followed it was some 
three or four billions. It seems especially pointless to fear that fur- 


ther government borrowing is going to expand bank credit unduly, 


and to raise commodity prices. Further government borrowing will 


be for liquidation purposes in large measure. The government is 
cancelling contracts and is borrowing for the purpose of liquidating 
them. Contractors and sub-contractors will in considerable measure 
turn over the funds which the government pays them to the banks in 
reducing their loans at the banks. Meanwhile, it is already in evidence 
that declining commodity prices are somehow reducing commercial bor- 
rowing at the banks, and this process will go much further. My fore- 
cast of the future would be something of this sort. 
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the effective utilization of those products. A drastic reorganization 
of the industrial system is involved. In the course of this, bankruptcies 
must be averted and demoralization prevented. As a necessary part 
of this process, governments must borrow and banks must lend. Taxes 
must also be applied. But the solution of our problem is advanced 
very little by such heavy overemphasis as we have had by writers like 
Professor Nicholson in England on the one element of expanding 
bank credit connected with government loans. 


HerMANN F. Arens.—With reference to Professor Fisher’s paper, 
I suggest the following plan: Take the sum of wholesale prices of 
selected commodities averaged according to their relative importance 
in trade and use this sum as a standard of value. If the price of 
these same goods should rise above this amount, bonds might be is- 
sued for currency and the proceeds retired from active circulation 
until its value as measured in commodities rises again to a point 
which would justify a reissue of this currency. 

At the request of a representative of the Chilean government, | 
submitted such a plan for the stabilizing of the Chilean peso. 


Invinc Fisner.—To this plan there are two objections: One is 
that the plan involves placing in the hands of some government official 
or officials the determination as to when and in what quantity currency 
shall be issued or withdrawn, and that discretion would be very liable 
to abuse. The second objection is that it runs contrary to popular 
prejudice, because all business people are convinced that there must 
be a gold base for any regulating plan, and they would be afraid to 
depart entirely from gold. My method is a concession to this pre- 
judice in favor of hard money or a metallic base. 


Hermann F. Arens.—I admit the second objection, but, in regard to 


the first, should say that there might be an arrangement for issuing or 
retiring currency at a prescribed rate in accordance with the fluctua- 
tions of the commodity index, thus taking away from government offi- 


cials all discretion as to issuing currency or the amount of such issue. 
This plan I believe to be scientific, though some may contend that it is 
too radical and might do unnecessary violence to popular prejudice. 


Witrorp I. Kine.—Dr. Anderson advances three principal points 
of criticism of Professor Fisher’s proposed plan, each of which points 
seems, to my mind, to be of doubtful validity. He first contends that 
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any success zation must be international in its scope. 


He states t yvernment alone will result in such wide 
fluctuations e that commerce will be seriously hamp- 
ered thereb inswer to this criticism is given by the 
enormous i! gn trade taking place since 1914, despite 
the violent foreign exchange. Doubtless fluctuation 
does make in exchange, but such speculation prob- 
ably paraly rade to about the same degree that deal- 
ing in whe commerce in wheat. This argument 
seems mere ntended to indefinitely postpone cur- 
rency stab ng it to the realm in which any favorable 
action is h 

Dr. Ande that the proposed adjustments must 
necessarily h ean, at best, only prevent minor 
fluctuations n, therefore, avail nothing in stopping 
great pric hose of the last four years. Does it not, 
however, s that legislation for stabilizing the dollar 
will be accon ires broad enough to include provisions 
which will tition of such orgies of inflation as have 
characterize vears? But even should such elementary 
precautions ere any reason why adjustments should 
not be mad 1 large enough to care for changes com- 
parable eve! war period just passed? 

Dr. And tention is that any such large or frequent 
adjustments le a process of speculation in gold which 
will enable 1 ilways to win at the expense of the federal 
government in to win and can’t possibly lose’ sys- 
tem ever ¢ t us hope that all present will be on 
hand to par profits. But “sure things” in the specu- 
lative field too rarely: and it seems to me very doubtful 
indeed that xy not develop the same unforeseen de- 
fects that t, proved so unfortunately common in 
schemes sil 1 to bring yniversal success. I should 
personally M t method of such a speculative plan de- 
scribed in ve letail before I invested my entire savings 


in the enter} 


. <2, 2a ld be noted that Professor Fisher and 
Dr. Anders radically different points of view in their 
discussion of level. Dr. Anderson finds the principal 
cause in the is, while Professor Fisher holds rather to 
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the view that the enormous expansion of our circulating medium is the 
primary cause. Hence the difference in their conception of the im- 
portance of stabilizing the dollar. 

To one who stresses the influence of the searcity of goods on the 
present price level, the classical justification of high prices comes 
naturally. During war it is of course highly important both to stimu- 
late the production of articles needed for war purposes and to secure 
economy in private consumption. From the point of view of those who 
regard the currency situation as the chief factor in the price level, 
however, this justification of high prices cannot be pressed too far 
without danger of at least appearing to encourage inflation. In point 
of fact, inflated prices have been acquiesced in, if not urged, in some 
quarters because of their supposed effect on economy. But it must not 
be overlooked that the reaction of stimulated production and high cost 


of living on employment and wages tends to defeat this economy in 


private consumption. 

It is therefore important to hold the rise of prices and wages within 
moderate limits. Only thus can we avoid the psychological influence of 
high wages in encouraging lavish expenditure, and only thus can we 
secure an equitable distribution of articles of necessary consumption 
among all classes. It seems reasonably clear that the government's 
laudable effort to avoid disturbance of the money market through the 
use of the anticipatory certificates of indebtedness was made without 
clear recognition of its effect upon the circulating medium, and that 
the taxation policy did not hold in view the need for repressing un- 
necessary consumption. 
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\GRICULTURAL LADDER 


By W. J. SprnuMAn 


tor of the Farm Journal 


ultural ladder is represented by the 
ryo farmer is learning the rudiments 
ty of cases this period is spent as an 


irm. 


the second rung, the tenant on the 


has attained the fourth or final rung 


leals with the rate at which men climb 
1 in making the ascent. We shall 
to skip some of the stages above 
various intermediate stages. Thus 
of the responsibilities of manage- 
of his pay as a portion of the pro- 
ent he usually makes a larger income 
less than a full tenant. Some men 
1 man or from that of tenant to the 
but these are relatively few. The 
ible into two periods, the first being 
is still a mortgage on the farm. Mort- 
st indefinitely, but in the later stages 
juently represent obligations incurred 

the farmer. 
passed by 2112 present farm owners 
, Kansas, Nebraska, and Minnesota.’ 
nber climbed the entire ladder, omitting 
n per cent skipped the tenant stage, 
tage, and 34 per cent passed directly 
thers’ farms, omitting both the stages 
Later it will be seen that a large pro- 
ip inherited their farms, or bought them 
presumably allowed very easy terms of 


ds by which the men in these various 
p. Taking all the groups together, it is 


based were collected by Mr. H. H. Clark, 
under the joint direction of Mr. E. H. 
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Taste I.—Sraces passep BY 2112 MIDWESTERN FARM OWNERS 
IN ACQUIRING OWNERSHIP 


Groups* Number Per cent 

FHTO 435 20 
268 13 
679 32 
730 | 


*F unpaid laborer on the home 
farm. 

H = hired man. T tenant. 

O = owner. 
to be noted that just two thirds of these men acquired their farms 
by purchase, the other third mainly by inheritance, while 7 per 
cent of the entire number married their farms. A few obtained 
them by homesteading, but these are old men; the younger gen- 
eration can no longer obtain farms in this manner, at least in the 
region in which these studies were made. 
[ABLE II.—PERCENTAGE OF FARMERS ACQUIRING OWNERSHIP BY DIFFERENT METH- 

ops. (For meaning of symbols, see Tabi I.) 


Home- Inher- | Purchase | 


From | Total pur- 
Groups stead- itance | from near , 
others chasing 
ing relatives 
| 


61 
71 


| 

12 89 
| 
46 


: 16 


“The percentages in this line apply to IIL, Iowa, Kan., and Nebr. only, the 
Minn. ovmers being omitted for reasons stated in the text. 

Table III shows the average age at which the men in these 
four groups left their fathers’ farms. Referring again to Table 
II, it will be seen that the percentage of men who inherit their 
farms rises rapidly as the length of time they spend on the home 
farm increases. This is undoubtedly due to the larger size of 
farms on which those men who remained longest at home were 
brought up. Not only was there room for them on the home 
farm, but there was also land enough to furnish many of them 
homes as their share of the estate. The young fellows brought 
up on small farms left home early, and made their way to the top 
of the ladder by the more laborious method of climbing from step 
to step. 

Not only is the percentage of inheritance larger the longer the 
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buy fre ‘reases in like manner. The group who 


skipp a ire ol spt cial interest. Of the 268 men 
in this g 60 per cent of them, own farms in the state 
of Minn ed and thirty-one of this number bought 
their far han near relatives. This was because 
land was ite at the time these men were acquiring 
their faz son the Minnesota men are omitted from 
this gro Tab n the other four states 28 per cent of 
this gro ' rms by marriage, 4 per cent by home- 
steading. 11 y inheritance. This group is thus made 
up quit vho did not acquire ownership by pur- 
chase. O hem would have been compelled to pass 
through 
of the various stages and the average 
ich group acquired ownership. Those 
sTAGES. (For meaning of symbols, see Table I.) 


H Total* | O** 
rs. Yrs. 


36 
29 } 20 
33 11 


26 1/, } 17 


red 


who left s to become hired men did so at an 
averagt This applies to both groups 1 and 2. 
Group 3 r pn on larger farms, remained at home four 
years lor is enabled to skip the hired-man stage. 
Their f p as tenants as a reward for their ser- 
vices on Group 4 consists for the most part of 
men bro larger farms. They remained at home 
till on t y were 2614 years old. We have already 
seen (Tal | »st of these men either inherited their 
farms or be on easy terms from their fathers or other 

ar rela 

Group | ge of 7 years as hired men and 10 years 
as tenan ring ownership, which they did at an aver- 
age age n general, the longer these men remained 
on the h irlier the age at which they acquired own- 
ership. 1 iment in favor of farms of considerable 
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size. The young men on such farms are less liable to have to pass 
through the stages of hired man and tenant. 

It is worthy of note that class 2 is made up largely of men who 
acquired their farms a long time ago (20 years on the average). 


NUMBER BECOMING 
HIRED MEN 


JWOH ONIAVGT 
in 39V 


12 

13 
14 

15 
16 
17 
18 
19 
20 

22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 


Fic. 1. Groups FHTO and FHO, 703 individuals. Age at leaving the 
home farm, average 19.1 years. 


In a less degree this is true of class 4; while classes 1 and 3 con- 
sist more largely of men who acquired their farms more recently. 
These last-mentioned classes both involve the stage of tenancy. 
It would thus appear that it is becoming more and more difficult 
to acquire farms without passing through the tenant stage. 

We have seen that the average age at which young men left 
home to become hired men on the farm was 19. The facts are 
given in more detail in Figure 1. The largest number left home 
at the age of 18. Next in order are 21 and 16 years, respectively. 
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Two start t at 12 years of age, while two others left the 
home farm ¥ they were 82 years old. 
While th who skipped the hired-man stage left home at an 


average agi 3, Figure 2 shows that by far the larger number 


NUMBER RENTING NUMBER RENTING 
FROM FROM 


RELATIVES OTHERS 


v 


Fic. 2. ( p FI ‘9 individuals. Age at becoming tenants, average 
22.9 years 


of them started « it 21. The bars extending downwards in 
Figure 2 rep: t men who rented from their fathers or other 
near relativ bars extending upwards, those who rented 


from others 
Figure 3 shows the numbers of men who remained at home for 
various lengths of time and then went directly to ownership. The 


bars extendi lownward show numbers who obtained their farms 
without having to purchase them; those extending upwards, those 
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who purchased. In both cases the high numbers are from 21 to 
30 years of age. 

While the average length of the hired-man stage in the group 
that omitted none of the stages was 7 years, Figure 4 shows that 
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Fic, 3. Group FO, 30 individuals. at becoming owners, average 26.5 
years, 


the high numbers come at from 4 to 6 years. The average is 
raised by the stragglers who remained in this stage, in one case, 
as long as 28 years. 

In this same group the average length of the tenant stage was 
10 years; but Figure 5 shows that the high numbers come at from 
4 to 10 years. 

It would thus appear that the usual course of those farm own- 
ers who start out without capital is to work four to six years as 
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hired 1 to ten years as tenants, after which they make a 
first p t i farm of their own. If this were a settled state 
of affairs ntry, we might well face the future with com- 
placency l‘enancy would be confined mainly to young men who 
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Fic. 4. ( HTO, 435 individuals. Length of hired-man stage, aver- 
age 7.4 years 


are just w z their way to ownership and the few incompetents 
and unfortu vho are unable to climb the ladder in the nor- 
mal way 

But th f land has been increasing at a rapid rate in re- 
cent yea esult, the length of time a man must spend in 
the stag red man and tenant is increasing. In order to de- 
termine the extent of such increase, the men in group 1, who 
passed thi h all the stages, were divided into groups according 
to the decade in which they acquired ownership. Figure 6 shows 
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the effect on length of the hired-man stage. Those who acquired 
their farms $1 to 40 years ago spent an average of 5.2 years as 
hired men. The length of this stage increases gradually, until 
it becomes 7.9 years for the subgroup who acquired ownership 
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lic. 5. Group FHTO, 435 inddividuals. Length of tenant stage, average 
9.8 years, 


during the decade ending with 1917. This is an increase of 52 
per cent in three decades, an average of about 17 per cent to the 
decade. The rate of increase *- slower, however, during the later 
periods. 


wy 


Figure 7 shows the relatio, between date of acquiring owner- 
ship and of the tenant stage for this same group of men. For 
those who acquired their farms 31 to 40 years ago, the length of 
the tenant stage averages 4.9 years. Three decades later it had 
increased to 11.1 years, an increase of 127 per cent, or 42 per 
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cent p the rate of increase is also slower here in 

the la in the two previous, being for the three 

period 2.3, 2.4, and 1.5 years. It would therefore 

appea r present conditions it is possible by good 

manag young man who must start out without capi- 

tal, to ] gh the various stages necessary to farm owncr- 
ON OF TIME OF ACQUIRING OWNER- 


oTH OF TIME SPENT AS HIRED MAN BY 
MID- WESTERN FARM OWNERS 


6.1 us 71.9 


21-30 1-20 t-10 
SINCE OWNERSHIP WAS ACQUIRED 


Length of hired-man stage. 


ship and mie independence by the time his children 
are old er lege. Whether this condition will continue 
will d things, one of which is the price of farm 
land i n Europe it is customary to state the price 


of far of years’ rental. Twenty-five years rent is 
consid price for land. It would simplify matters if 
a simi vere adopted in this country. The man who 
buys a e would then know more of his prospects for 
final « it debt. 


Gove! on in aiding young men to acquire farms is 
an imp or. Other nations, notably Denmark, have 
solved this } There is no fundamental reason why this 
country ) the same thing. It is, however, beyond the 
provin paper to pursue this phase of the subject. Never- 
theless es us as students of agricultural economics to 
conside entire subject of tenant farming in this 
country ¥ view to seeing that it occupies its proper status in 
a syste h ownership farming is the rule. 
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It would appear to be the part of wisdom for us to work for 
legislation intended to aid young men who have proven themselves 
as hired men to become tenants on good farms. Then when they 
have proven their ability as farm managers aid should be ex- 
tended to them in buying farms. Such a plan would be in har- 
mony with the normal processes by which farms are acquired. 


RELATION OF TIME OF ACQUIRING OWNERSHIP TO 
LENGTH OF TIME SPENT AS TENANTS BY 
435 MID-WESTERN FARM OWNERS 


4.93 7.2 9.6. wel 


YEARS AS TENANTS 


31-40 21-30 11-20 1-10 
YEARS SINCE OWNERSHIP WAS ACQUIRED 


Fic. 7. Average length of tenant stage. 


In helping tenants to buy farms it would be legitimate to limit 
the purchase price, say, to a specified number of years’ rent. This 
would tend to prevent farm land from rising to such prices that 
men can not hope to pay for their farms during their working 
life. At least it would result in reducing tenancy to its normal 
status in those sections of the country in which the price of farm 
land is reasonable. It would also tend to reduce the price of land 
in sections where it is too high, for it would reduce the demand 
for such land. 
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TENANCY |! N ] \L SYSTEM OF LANDOWNERSHIP 
B Evy anp CuHar es J. GALpin 


of Wisconsin 


A strang in regard to tenancy is current, and 
this has k ind, to unduly alarming prognostica- 
tions, and, hand, to proposed remedies which would 
produce ti h evil as they would cure. It has been 
even sugg% y should be destroyed root and branch, 
but, if it to succeed in this proposed destruction, the 
results would disaster and, indeed, widespread eco- 
nomic ruil be a good, and it may be an evil; 
as we find it | States, it is partly a good and partly an 
evil. We car ny sound judgment ia regard to ten- 
ancy, unles standard of measurement—in other 
words, un! r minds an ideal which it is desirable 
to approa¢ pur} of this brief paper is to consider, 
then, some ( )f tenancy which are good, and to at- 
tempt to g ns, at least, of the place which tenancy 
would occupy ystem of landownership. 


I 


Tenancy to be regarded as a goal for some farm- 
ers. Ther , and one not altogether inconsiderable 
in number, best under the economic direction of an- 
other. In there are men who are good farmers, as 


there are m in other business enterprises, when they 
are guided by have the managerial ability which they 
themselves \ who has carefully observed the experi- 


ence of me! readily call to mind numerous illustra- 
tions. I m) la typical one. This was the case of 
a man who f the qualities of a merchant and had these 
qualities in ee, but he was not an entrepreneur. He 
worked up 1 here he had an annual income of $7000, 
and this wa vhen an income of that amount would be 
equal to an 1 $10,000 to $15,000 today. He was in a 
wholesale hous f our great cities, and, had he been con- 
tent to rema ise, he would have died with at least a 
competence, sa} irter of a million dollars, probably being 
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taken into partnership in a small way. He had an ambition, how- 
ever, to become an independent merchant and have his name ap- 
pear leading a firm name. He tried it at the time that I have in 
mind, only to see his business go into the hands of a receiver. 
Before this last venture, he had tried to establish himself as a 
merchant in a small city. Every effort, however, proved a failure, 
as he simply did not have the managerial capacity for an inde- 
pendent undertaking. 

It is very true that the difference in self-direction between a 
merchant as head of a great wholesale concern and the mercantile 


employee whom I have considered is far greater than the differ- 


ence between the man cultivating his own farm and the tenant in 
our northern states. The tenant has a large measure of self- 
direction as a normal and regular thing. There are, however, 
many cases where he has helpful guidance, and this frequently 
amounts to more than he himself realizes. The hypothesis here is 
that as he has such guidance the owner is in close touch with the 
tenant, and is a man who has certain gifts or valuable experience 
in larger measure than the tenant. This is a frequent case. It is 
also a hypothesis that the landlord resides near the farm, because 
absentee landlordism fails at this critical point; and it may be 
said in general that absentee landlordism very generally in our 
country and elsewhere fails to meet the test of good landlordism. 
Even if it is not to be condemned absolutely, it is something which 
should be watched carefully in the public interest and should not 
be allowed to reach large dimensions. 

Great estates coming down from generation to generation, like 
the Scully Estates in the Misissippi Valley, do not supply these 
conditions which make tenancy desirable for certain classes of 
men. This, however, is a separate subject, into which we cannot 
enter at the present time. 

Tenancy as a goal suggests a resting place or termination of a 
career,—the achievement of tenancy. When it is the last step, it 
may come in a variety of ways, for example, as a result of the in- 
heritance of a rented farm, as it frequently does in England and 
older countries, or it may come as an ascent from the condition 
of laborer, and thus be a rung upward on the agricultural ladder. 
But when a farmer remains a tenant, it by no means signifies that 
he is not making economic and social progress. A tenant may be 
a very well-to-do man, and in a prosperous region like southern 
Wisconsin the typical tenant may be quite as well off in economic 
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goods 


er cultivating his own farm in western 


New fty ve 


years ago. Certainly he is more pros- 
settler on his own land in many of the 
newer ; untry. We will not discuss the pros- 


perous 


perity o her in this connection. The general prop- 


some farmers in all parts of the world, 

ler and more prosperous agricultural re- 

proper goal or permanent resting place; 

permanent differentiation of human quali- 
y second related proposition. 


osition 
and Cs} 
gions, 

for this 
ties. I 


II 


Tena place in an ideal system of ownership 
for larg e places. The amount of tenancy de- 
sirable fox ire bes 
in diffe: 


upon th 


t as permanent tenants will differ 
The number depends in part 
pursued, upon various conditions of 
economic stratification and racial 
Where there are wide differences 


time an upon the 
composil population. 
in the 


economic classes, tenancy will nat- 
urally | 


especially if the lower strata are some- 
what defi ic qualities. The negroes of our South 
In some cases ownership of land by 
negroes , and in other places to wasteful culture. 
We hav lata that enable us to tell how large a 
proporti roes would thrive best under the system of 
good lat erhaps it would not be possible to tell with- 
out mor perimentation. If we should set out to do the 
very bes r them, calling into coéperation with us 
their wis inclined to think that at present at least 
one-half kegroes would thrive best as tenants under wise 
direction y more than one-half, taking the country as 
a whole. I 

Southern 


furnish 


case, then a good land policy for our 
be directed very largely to the develop- 
ment of g ney and good landlordship. Kindly and wise 
direction trata by those whose economic, intellectual, 
and socia t has reached a higher plane is something 
that cant lis} | with if this world is to be a decent place 
to live in. B by no means implies a policy of laissez faire 
and excl upon individual benevolence. Experience 
has amply ited the futility of laissez-faire individualism. 
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We need everywhere active boards of control for land just as 
much as for railways. So it must be remembered that a helpful 
state land commission is required along with any and every kind 
of land tenure. To this we return later. 

For negroes and any other similar group, we should always 
keep open a broad way to success and encourage landownership 
just as fast as individual fitness for landownership is shown, The 
folly of wholesale attempts at transformation by legislation should 
have been demonstrated for all time by the results of giving all 
the negroes the ballot at the close of the war—something far 
different from what Lincoln had desired. 


Ii 


Tenancy is one means of transmission of landed property from 
one generation to another, and a very desirable means of transmis- 
sion in suitable cases. Let us take the case of a father of a family 
with a farm of 320 acres in the fertile Mississippi Valley. He 
has three sons and one daughter. The farm is entirely paid for, 
is provided with good buildings, and the farmer has a handsome 
balance in the bank. Two sons have received a professional edu- 
cation and have got started in life, one as a physician, the other 
as a lawyer. One son stays on the farm and the daughter marries 
a promising young farmer, blessed in everything except money. 
As the father grows older, he decides to divide the farm into two 
parts. The daughter’s husband takes over one quarter section 
and the son takes over one quarter section, both of them nominally 
tenants. The father moves to a nearby village and finds occupa- 
tion suitable to his declining physical strength on the two farms, 
helping especially in harvest time, but at other times giving such 
wise direction as may be desired. Upon his death, the farms 
pass to the son and daughter, while the two professional sons 
have already gained, or are rapidly gaining, a competence. This 
is a very frequent case and accounts for a very considerable pro- 
portion of tenancy. ‘Tenancy, in other words, is frequently a 
family arrangement which corresponds to difference in age groups 
and to concrete conditions. This is the situation found in every 
part of the United States and a situation found also in foreign 
countries. I recall coming upon it as typical in my investigations 
in Bavaria. 

Studies have been made of this situation by Messrs. Eugene 
Merritt and K. L. Hatch, and the results of this investigation are 
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tled, “Some Economic Factors Which 


on in Wisconsin.” From it we take the 


County, Wisconsin. 
county, married less than 10 years, 40 
irried between 10 and 20 years, 15 per 
| over 20 years, 8 per cent are tenants. 
th respect to years of tenure, 173 had 
vner. It is, of course, highly probable 
of the remaining 259 were related to 


cent, had occupied the farm they 
years or le SS. 
or 48 per cent, had occupied the farm 
4 


nt from above and other collateral data 
nancy—in a very large measure—is a 


of ownership. 


statistics as indicative of what happens 
lly. They give facts in regard to one 
I believe they could be duplicated in 
Wisconsin and elsewhere. We need in 
uny others, far more extensive investi- 
been made, and far better than most of 
been undertaken. 
any cases of farmers who to their own 
ut even in an ideal system a very con- 
rms would be operated by tenants, who 


nt a stage in the transference of property 
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on. Let us suppose that a man begins 
father’s farm at 22, inherits the farm at 
it 72. Then during the period of fifty 
th of the time this man was a tenant, 
ng his own acres, and one-fifth a land- 
law being the tenant. Two-fifths or 40 
farm has been in a state of tenancy. 
rom the above that as a new country 
there will normally be an increase in 
parts of Upper Wisconsin where settle- 


where the people boast that there is prac- 


ettlers are so recent that tenancy has 
. method of transferring property from 
\s a country grows older, and particu- 
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larly as a country becomes more prosperous, tenancy will in- 
crease, because the older generation will be engaged in the “retreat” 
from the farm, to use Professor Galpin’s felicitous phrase. There 
are also other reasons why, even if the conditions of landowner- 
ship are quite as good as the present, there will be an increase in 
tenancy. These other reasons are mentioned in the present paper. 


IV 


Tenancy is also a good thing when it represents a rung in the 
agricultural ladder and means a step upwards in the winning of 
a competency. Sometimes and frequently a man begins as an 
agricultural laborer, saves money enough to become a tenant, 
then through tenancy acquires enough to purchase a farm, gives 
back a mortgage and gradually pays for this mortgage. Familiar 
statistics showing age groups of farmers, show how largely tenan- 
cies form a rung on the agricultural ladder. Professor Spill- 
man, who is on the program with me, has made various investi- 
gations which clearly reveal the upward movement of farmers as 
their age increases. A recent study of 2112 farm owners shows 
that nearly three-quarters of them have been hired men or tenants 
before they acquired farms. The farmers who mounted the agri- 
cultural ladder beginning as agricultural laborers, and passing 
through the stage of tenancy, became owners at the average age 
of 361, while those who skipped the tenant stage became owners 
at the average age of 29. Over three-fourths of the farmers un- 
der 25 years of age are tenants; but among the farmers 35 to 45 
years of age, only about one-third are tenants. Among farmers 
55 to 65 years of age, only about one-fifth are tenants. This is 
a large subject, by itself, and the figures given are merely illus- 
trative. I expect that my associate, Professor Spillman, will dis- 
cuss this topic adequately. 

We shall not have good agriculture unless our policies are 
framed with respect to the existence of the three classes—labor- 
ers, tenants, and landowners—in due proportion. Any plan for 
the future which overlooks the three classes is to that extent de- 
fective. 

Is there any way whereby a man starting with nothing can 
acquire a valuable farm without toil and without abstinence in- 
volved in the accumulation of wealth, unless the property is taken 
from others and handed over to him, which in the absence of gift 
or inheritance means that he has acquired wrongfully and at the 
expense of others his farm? Statistical data as we have just 
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seen sh ome farm owners at increasing age. This 
may be , | it may not be an evil. When we say that a 
man ha | a farm, what do we mean? It may be that he 
has acqui . value of $1000 and it may be a value of $10,000. 
It may | in at the age of 45 has acquired a farm debt- 
free, and n at the age of 35 has acquired a farm debt- 
free, both beginning their efforts to acquire a farm at 
the age of is suppose that the farm acquired by the man 
at the ag worth $30,000, and that the farm acquired by 
the man ige of 35 is worth $10,000. The man who acquires 
this farm a of 35 has got ahead at the rate of $1000 a 
year. The n has acquired the farm at the age of 45 has 
gained $15 year, and has made the more rapid progress in 
wealth a n. Whether or not, from the point of view of 
general being and a desirable social order, he is 
better off ff 


cannot be stated absolutely and uncon- 
ditionally ind now we have not time to discuss all the 
individual a ial interests involved, It is not the prize at the 
end of a strugs it is always a chief reward, but the struggle 


itself, and fe during the period of the struggle. I remember 
well the ca ly in Langlade County, Wisconsin, that had 
moved int inty in early days and had acquired a farm 
competen iged wife of the settler looked back with joy 
upon the n the community when the privations were 
great, and hex wed as she spoke about the joys of the days 
of success! rug Those seemed to her better days than the 
present day prosperity with the early goal achieved and the 
husband dead Robert Louis Stevenson said, “To travel 
hopefully i thing than to arrive, and the true success is 
to labour.” re those who seem to think that anyone de- 
siring a Val hould have it and at once become an inde- 
pendent far his is not said in so many words, it is cer- 
tainly the im} of much loose talk that we hear; yet no 
one expects y man employed in a bank is to become a 
large stock! in early age, and still less is it considered 
a grievance b veryone in a banking business does not have 
a bank of | he analogy is not perfect because it is at 
once admitted ve desire a large number of independent farm 


owners, and i 


and political reasons quite as much as 
for economi [he economic reasons are not decisive, as 
we may see in | ind, where we have good cultivation of the 


land under a versal tenancy, where even with good agri- 
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culture social and political evils manifest themselves as a result of 
the too small number of independent landowners. 

In the kind of world in which we live, it is not an evil that a 
man should be obliged to struggle for a competence, and that it 
should take years for one starting at the foot of the ladder to 
climb to the top. Sudden accumulations are bad for us, generally 
speaking, as they bring to the surface and develop certain weak- 
nesses of human nature. 

Here again we come to the proposition that as the country 
grows older tenancy will increase normally and regularly, which 
is not necessarily a bad condition. 


V 


In an ideal system of landownership we shall have a very con- 
siderable percentage of the land area, both urban and rural, in 
public ownership. Public ownership is everywhere increasing to- 
day. So far as we now know, for a greater proportion of the 
land, private ownership is better; but even so, there are various 
reasons Why a larger proportion of the land should be in public 
ownership than is the case at present. We have already a large 


area of school lands in public ownership, to say nothing about 
the lands of the open range, and perhaps these to a very con- 
siderable extent should remain in public ownership. It is gener- 
ally conceded that forest lands where they exist in large areas 
should be publicly owned and administered. 

The public ownership of considerable areas of land, both in city 
and country, is desirable. Absolute definite proportions of land 
to be publicly owned cannot be determined: everything depends 
upon conditions of time and place. 

As a matter of fact, we can scarcely take a step in the fruitful 
discussion of land policies unless we first classify the land, for 
what holds with regard to one class of land does not hold with 
regard to another class of land. Let us take up the subject of 
mineral resources. I think economists are very generally agreed 
that the mineral treasures of the earth should be publicly owned. 
I mean by this that if we had to do with a new country, the 
economists would, in my opinion, by an overwhelming majority be 
in favor of reserving all of the mineral rights as public property. 
As a matter of fact, this is coming to be the established policy in 
our own country, as well as in other countries. I think that the 
economists will very generally favor measures calculated to bring 
all undiscovered mineral treasures into public ownership, so far 
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thout undue cost and withou' confiscation, 
ry generally are in favor of the public 
ls of real significance, and of all pieces of 
iar strategic significance. 

the German cities, notably Frankfort-on- 
he Danube, is owned by the cities, and that 
Public ownership of dwelling sites makes 
whereby dwellers in the cities can acquir 


provided, of course, the city is always buy- 


ling land. The ownership of forests about 


of Frankfort and in the case of Heidelberg, 


ustrations in our own country—for ex- 
may be instanced. ‘The public 
» water courses and about reservoirs, fur- 
pplies, is very desirable. Baltimore serves 
ough the municipal ownership there has 
as is desirable. Sometimes public owner- 
ymetimes direct management. 
ible permanent public ownership with va- 
y are afforded by the national forests and 


Far West. Certain lands strategically situ- 


streams and the land surrounding the water 
y be instanced as illustrations. When we 
ideal system of landownership in the West, 

of public ownership and a good deal of 


ery considerable réle with respect to the 
ownership. ‘The nation, state, or city, 
ill very properly seek to gain an income 
ned lands; otherwise their tenants will be a 
same time, where we have public ownership, 
mpt to develop a satisfactory system of 
lp men upwards. There is considerable 
te experimentation. 
ted as desirable that our various states 
here they do not now own it, and should 
of tenancy, conducting various experi- 
best kinds of tenancy. It is just as legiti- 


tenant farms as it is to have model experi- 


to trials of different kinds of seed and dif- 
culture. The state with a good system of 
better position than an individual to try 
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experiments in tenancy. The state also can have an influence out 
of all proportion to the area of land it lets to tenants in estab- 
lishing models for landowners to follow. An illustration can be 
given from the City and Suburban Homes Company, of New York 
City. This company has a capital of only six or seven millions, 
which is not large in New York City, and yet it has been able 
to exercise an appreciable influence upon tenancy in that city. 
It does the best it can for the tenants with a rate of 4 to 5 per 
cent on money invested, and has forced the private owners of 
tenements to establish better conditions in order to secure good 
tenants. 

We may lay it down as a general rule that the higher the grade 
of the public service, the larger the admissable percentage of 
tenancy. 


VI 


In an ideal system of landownership, tenancy will be regulated. 
The regulation of tenancy is a world-wide phenomenon and is in- 
creasing in civilized countries. We have here to do with a public 
interest. If there is such a thing as a public utility, we may say 


that it is the land. While we have much good tenancy in this 
country, and while the evils of tenancy in the United States have 
been grossly exaggerated, unquestionably we do have a great deal 
of tenancy which is far from what it should be, resulting in human 
loss, as well as loss in material well-being. 

Short tenancies particularly are undesirable. The tenant must 
have a real interest in the improvement of the land, as well as a 
real interest in the community in which he lives. Older countries 
have been obliged to make provision for payment to the tenant 
for the unexhausted improvements of the soil which are due to his 
effort, and also a payment for disturbance of his tenancy. In 
Scotland and Ireland rents are regulated, and doubtless will be in 
England. We have here many very difficult problems. There is 
a tendency for good tenancy to ripen into dual ownership of the 
land. This was the case in Ireland and has resulted in the pur- 
chase of the land by the government and its sale to the tenants 
under a long-time amortization plan. 


Vil 
In an ideal system of landownership there will be an endeavor 
to create in the landowner a feeling that landownership carries 
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Many have this feeling already; and 
world’s experience, coupled with a knowl- 
vill show that it is possible to develop this 

momic life it is folly to suppose that we 
tage in our evolution where conscience will 


re part of our task will not be appeals to 


of landownership, landowners will try to 


their tenants and will frequently be dis- 
ire tenants to acquire ownership of the 
irm and purchasing another, in order 
acquire ownership of this newly pur- 
ises, however, the landowners will simply 
or, as frequently happens, will help 


», we shall have companies analogous to 
Homes Company of New York, already 
hase and sell land in order to help men 


landownership there surely will be a 
hip of land- by those who love the land 
live on it. In some cases these owners 
others, they will let their land to ten- 
that the land should be generally held 
plaything. Nevertheless, professional 

| without injury to society own land and 
Chey may try experiments which poorer 
lso they may use the land as an anchor 
thing to fall back on in case of loss, or 


Blue Grass region of Kentucky know 
tiful farms there belonging to rich own- 
\l and who, among other things, engage 

Whether or not this promotes the gen- 


unity is an open question. It tends to 


s them above a true economic level, it 


jurious to the wage earners, as well as to 
We have many questions which in this 
ireful consideration than they have 
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IX 
We find in many parts of the world, but especially in England, 
those who prefer capitalistic farming without ownership of the 


land under the conditions of ownership which exist. Doubt- 
less there are many parts of the United States where a man will 
make more money without ownership of the land than he will with 
ownership of the land, and this is due to conditions not easily 
remedied. It is doubtful if from the social and political point of 
view capitalistic farming without ownership of land is to be en- 
couraged. Certainly it is not to be prohibited absolutely, as 


within narrow limits it may prove even beneficial. Should any 
general tendency develop toward a great extension of capitalistic 
farming without landownership, it would be in order to consider 
measures to check the tendency. Tenancy as a prevailing system 
for land utilization, either in city or country, is not desirable, even 
if the land is publicly owned. New Zealand has tried the lease- 
hold system with public ownership of the land, and is gradually 
abandoning it for the freehold. As a clever French writer has well 
said, in New Zealand democracy in landownership has triumphed 
over socialism in landownership. As a universal system, public 
ownership of leased and rented land is practically impossible, as 
well as undesirable. The utilizers of the land, having great and 
irresistible political power, will inevitably make themselves virtual 
owners, and they may do this under such conditions that their an- 
nual payments for nominally rented land will be less than the 
taxes paid by the American owner of a freehold. 

I well remember one of the reformers in New Zealand talking to 
me in the Capitol building at Wellington about the situation. He 
almost had tears in his eyes when he told me how they had put 
men on the land publicly owned, how they had made these men 
strong and prosperous, and how they had voted into power the 
present Massey Government, because the Massey Government had 
promised them the freehold. This is a natural evolution. After 
the freehold has been reached, then there begins an evolution, such 
as we see in this country, and such as we see elsewhere in the 
world, as a result of which the privately owned land is controlled 
socially and is made subservient to social well-being. 

In Australia it is reported that with the aim of bringing about 
a socially desirable use of the land, and especially to prevent the 
growth of tenancy, land has in some cases been sold with limited 
and imperfect titles—“spotted titles,” so called. These titles re- 
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land to actual settlers. ' The general aim 

the method of achieving it may be found 
“spotted titles” have proved objection- 
is better to let the landownership develop 


the 
id then to exercise such control over its own- 
irable by general laws imposed by land com- 
nethod followed in Ireland, where transfers 
by the Irish Land Boards until the amorti- 


Fully made, 
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ind landlord may be a most useful citizen, 
irms. If he is the right kind of landlord, 
ill be developing into capable farmers and 
s of their own, while others may remain, 
and honorable lives as tenants. The fol- 
hree farms in Dane County, not far from 


n belong to the Honorable John S. Donald, 
Mount Horeb, in Dane County, Wisconsin. 
owner. Mr. Donald is of Scotch extrac- 
onsin, now in middle life. His popularity is 
he has been four times elected to the state 
has been secretary of state in Wisconsin 
lived on or near his farms and kept in 
until the last few months, when he has been 
of the Y. M. C. A. Mr. Donald’s farms 
his father and mother; the latter is still 
ount altogether to 640 acres, or a section 
ere were four farms, but one of them has 
the remaining three, and serves as pasture 
these three, for which an always-flowing 
The country where these farms are lo- 
tly good dairy country; and dairying is 
prominent feature of the farming on these 
neral in southern Wisconsin. Dairying is, 
exclusively, but all-round farming is prac- 
and hogs are raised, and these consume all 
the farms. At one time there were 101 cows 
ch tenant has somewhere around 25, 
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as the owner prefers to call it. A coéperative spirit is that which 
animates all concerned. Let us consider the tenants on the three 
farms. 

On what is called the Donald Farm we find a tenant named 
Albert Kobbervig, a Norwegian whose wife is German. He began 
originally as a laborer, and therefore tenancy represents to him 
a rung upward on the agricultural ladder. He has five children, 
four boys and one girl. A boy born this year is named after the 
landlord, Donald. They speak English in the family, which is 
thoroughly Americanized. 

Albert Kobbervig worked for wages for two years on this same 
farm. As a laborer he was furnished with house, milk, and garden. 
His wife took care of the poultry, that part of the farm being 
carried on on the codperative plan, the produce being divided 
equally after the tenant had received the value of $10. After two 
years, Kobbervig became a tenant, but not having enough to pay 
for his half of the stock, Mr. Donald gave him time, and he gradu- 
ally paid for it. The stock is blooded stock, and the horses are 
of the Percheron variety. Mr. Kobbervig is the first and only 
tenant on the farm and has now been there for fourteen years. 
He has half the stock and all the farm machinery paid for and 
money in the bank. He takes an interest in the affairs of the 
community, of which he is an honorable member, and apparently is 
contented where he is. 

Alva Lust lives on what is called the Sweet Farm. He 
has been a tenant there for seven years. He began as a tenant, 
but without property, a brother furnishing him money with which 
to purchase his share of the equipment. This year he boasts a 
fine corn crop, which has filled his silo and left a surplusage of 
corn for his stock. He has cut four crops of alfalfa. 

Matthew Marty, or Mat Marty, as he is generally called, is the 
third tenant, and occupies what is known as the Picture Rock 
Farm. He has been a tenant for two years, and his father was a 
tenant before him for eight years on this farm. It is said that he 
is doing even better than his father did before him, and his father 
could not have been a failure, otherwise he would not have been 
on the farm for eight years. Special mention is made of his fine 
herd of Holstein cows. To use his own words as reported to me, 
he is “doing fine.” 

All these tenants have automobiles; all have bank accounts and 
pay their bills by check. All the children go to school, and all 
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and have a real, vital connection with 
not outside of it, but of it. 

il interest in the families and shows this 
being at all offensively patronizing. The 
ilies have some sheep which Mr. Donald 
gave . picture of a wagon with a fine team. This 
wagol 1 prize at the County Fair. Mr. Donald 
drovi , air with the tenant, who had a half interest 
in the taken the prize. When the tenant stopped 


at Mr. D , Mr. Donald told him to drive on,—that 
the w 


boys 


The ind does not look upon himself at all as a 
philan lieves that the codperative plan is to his 
advant o that of the tenants. The tenants share 
this \i y Says: 


“I believe the equal-share system is 
the be v 


1 to rent a farm, as it gives the renter 
a gre y to make a profit one year after another. 
The la re willing to do something for his tenant on 
this b ish basis the landlord takes no interest 
what nt as long as he is sure of his money.” 

The he lease is two years (provided, however, that 
the lea ved indefinitely in case of mutual satisfac- 
tion), feels that one year is not long enough to give 


a fair n case of the dissolution of partnership, 
the ten the common property into two parts, letting 
Mr. D ike | ice; or they may cast lots as to who is 
to hav 


The imple one, occupying only a little over two 
typewr ‘he following paragraphs are illustrative 
and furnis il features of the agreement. The entire 
le ase 


Th s to be coéperative or on shares. The said 
party t agrees to furnish the land, one-half of the 
horses, t und seed; to pay the land tax and half of the 
live-sto furnish wire for fences, if all available wire on 
the far | to receive one-half of all moneys or profit de- 
rived f: luct produced on the farm, or one-half of the 
product s his compensation. 

For urchased for the farm, each party agrees to 
pay one furnished from the farm, but waste and dead 
timber iny of the living timber is cut, without the 


permiss id party of the first part, and all brush to be 
piled and 
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Provided the said party of the second part wishes to keep more 
poultry than is necessary for family use, each party agrees to furnish 
one-half of the breeding stock, and whatever income there is above 
ten dollars is to be divided equally between the parties of the first and 
second parts. If the income is not over ten dollars, the party of the 
second part is to have all. 

The party of the second part is to have a garden, and what milk 
is needed for family use, but if any butter is made, each party is to 
receive one-half; also each party is to receive one-half of any cattle 
or hogs butchered, or to pay the other party market price for his 
share. 


These tenant farmers seem to me as well off on the whole as 
the farmers who owned the farms they cultivated in western New 
York, where I lived as a boy, although they do not have the satis- 
faction of full ownership, and although there are advantages 
coming from full ownership to the community which do not come 
from tenancy. 

In an ideal system, however, tenancy has to play several dif- 
ferent and important roles, as I have indicated. I cannot pretend 
at present to say what proportion of the farmers should be tenants 
in an ideal system, but I should think at least one-third. What 
we want to work toward is full ownership of land by the men who 
cultivate it as a dominant form of tenure, non-owners very gen- 
erally working toward it as a goal, or owners having made way 
for others who are climbing the agricultural ladder. At the 
same time we remember that there are those who are apparently 
better off as tenants. 

The promotion of ownership of land by men cultivating the 
land must be one of the great aims finding expression in the land 
policy of the modern state; and one of the purposes of a properly 
constituted land commission must be to aid farmers to become 
landowners. 

I have here pictures of the farm homes and buildings." These 
are better than the average buildings occupied by tenants; but 
they are not at all exceptional in Dane County, Wisconsin. They 
are the same kind of buildings occupied pretty generally by farm 
owners, and are typical of the best class of tenant buildings. 
When tenancy represents a stage in the transition of inherited 
property from one generation to another, tenants and farm own- 
ers occupy precisely the same kind of buildings. They do in the 
case of the Donald farms, although here tenancy is not a stage 
in the transmission of property. 


1 These were shown at the Richmond meeting, 
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XI 
has already been mentioned, namely : 
lownership we shall have land commis- 

sions whi themselves with the land whether it is 
publicly « ed, treating the land to an increasing 
extent as ty. They will enforce the laws, which 
should, hi only general principles to be applied so 
as to mec They will make reports based upon 
hl, 


careful k us to proceed constructively, step 


by step, in t n of sound land policies. They will safe- 


guard pri land by helping society to lessen its 
evils. and inestimable economic, social, and political 


benefits. 
Part B 


A Socta roe Occupancy or 500 Farms 1n One 
COMMUNITY 

During September, 1918, Miss Emily F. Hoag, 
assistant in A | Economics, at the University of Wiscon- 
sin, made | to farmstead visit to 500 farm homes in 
Dane Cow \ nsin, obtaining a history of the occupancy 
of each far the ten-year period, 1909-18. The selection 
of this pat f ip of farms was made with the intent of in- 


cluding all nging in one business community—and 
no other fa tunately a recent map of the county was 
available s the farm homes grouped together which 
regularly 1 y one business center. Sun Prairie, a vigor- 
ous villag 00 inhabitants, was chosen as the business 
and institut ter determining the particular community to 
be studied. All t population of about 3500 persons is in- 
volved in t nity: and village churches, library, news- 
paper, bank hool, serve both farmers and townsmen. 
From the s joint of view, it will be important to bear in mind 
that the lar lding relations on these 500 farms are interwoven 
in one com! 

The mai facts of the study are presented herewith 
in table form, t, however, at this time any attempt to in- 
terpret ther ilyses similar to this in many parts of the 
United Stat: ble students of agricultural tenantry to 
think more c he subject, goes without saying. And it 
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is the hope of the writer that rural social investigators in every 
state will begin a close examination of farm tenancy from the 


point of view of the human relations involved in each farmstead 
situation. 


Occupancy of Farms 
Relative number of farms occupied by owners and tenants. 

While the total number of different farms in the Sun Prairie com- 
munity during the ten-year period is 500, it is evident that, due 
to the occasional division of farms, and the shifting of land from 
one farm to another, the number of farms will tend to vary from 
year to year. A few tenants operate more than one farm at the 
same time. 


Taste Numper or Farms Occurtep By OwNERS AND 
Dvurinc THE Ten-Year Pertiop 


TENANTS 


1917 916 91) 1914 | | 1912 | 1911 1910 
Total Number | | 
f farms .... 49% 191 35 475 476 | 466 | 465 
Number farms 
occupied by 
owners 344 | 352 
Numbe rof farms 
occupied by 
tenants 147 149 36 124 
Owner per cent | 70—% | 14—% 


Tenant per cent |294-% | 29+-% |30+-% | 28+-% | 26-+-% 


Farms not leased during ten years. 
Farms leased all during ten-year period 
Farms sometimes leased, sometimes not leased 


It is a matter of some interest that 246 farms were constantly 
occupied by their owners; that 42 farms were constantly leased 


and might be classed as “tenant farms”; while 212 farms were in 


a state of oscillation between owner occupants and tenant occu- 
pants, 


Tenants related and unrelated to the owners of the farms.— 
In estimating the advantages and disadvantages of the American 
system of tenancy, it has been urged of late that an analysis of all 
tenants in a community will show a certain rather constant pro- 
portion of the tenants to be related to the landlord. The above 
table, it is worth mentioning, confirms the contention that much 
tenancy is a modus vivendi of a near relative, as a procedure quite 
satisfactory to both parties, if not always in reality a step toward 
ownership wherein inheritance plays a distinct réle. 
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1918 


Number of farms 


occupied by 
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to owners.... 70 
Number of farms 
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ED BY TENANTS RELATED TO THE Owners, AND By 
RELATED TO THE OWNERS 


i914 | 1913 1912 1911 1910 | 1909 


6 16 15 36 

68 58 64 

15 394-% | 434% | 444% | 04% | 374.4 

| 61% | 57—% | 56—% | 60O—% | 63-4 


in this table is almost invariably that 
ise each of a nephew, of a brother, of 
isin is included. 


ed continuously during the ten-year 


the owners ; 33 farms, by tenants un- 
total number of farms occupied by 
turns out to be 125; by tenants un- 

me related and some unrelated, 25. 


Purchasers 
purchased and occupied farms in the 
follows: 


of farms— 


iying farm after renting it....... 


ving other farms than those rented. 59 


ee 


chased, and 


The total 
Prairie 
218 instances 


chaser simply 


insfers of title to farms in the Sun 


the ten-year period, was made up of 
‘chaser actually lived on the farm pur- 
only (less than a dozen) where the pur- 
ent and did not live on the farm. 


| 
125 
| 
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It will appeal to many as a rather curious fact that so few of 
the class of unrelated tenants, when buying farms, purchase the 
same farm which they have rented. On the other hand, it is quite 
as one would expect that sons should purchase the home farm af- 
ter renting it. 

The practice of a son’s renting the home farm is evidently gen- 
eral; but it is offset by the more general practice of sons working 
at home for wages until able to buy a farm, whereupon, often with 
the father’s help they purchase either the home farm or a neigh- 
boring farm. 

It is worth noticing, as a piece of rural sagacity in the climb 
up the “agricultural ladder,” that 79 sons who purchased farms 
kept close to the father as advisor or landlord, and presumably 
received the father’s material backing when it came to purchase. 

Two tenant farms owned by the same person have come to be 
known as “owner-producing farms”: one of them produced from 
its tenants four owners in the ten-year period; the other, two 
owners since 1913. This is a case not only of a “good landlord,” 
but one of good farms. 


Status of Tenants 


The present status of all who have been tenants in the ten-year 


period (part-owner-tenants excepted) is as follows: 
Tenants 
Owners outside community 
Owners inside community 
Retired 
Other occupations 
Unknown 


The total number of different tenants who leased any one of the 
500 farms during the ten-year period is $327,—not counting, how- 
ever, the “neighbor tenants,” who as a matter of fact own adjoin- 
ing farms, in addition to leasing. 

Of the 105 tenants who climbed the “agricultural ladder” dur- 
ing the ten-year period and became owners, 16 purchased farms 
outside the community of Sun Prairie, and 89 purchased farms 
within the community. 

The “retired” tenants are those who have ceased farming due 
to advanced age. Those tenants who entered “other occupations” 
are young men who left the farm for the town. Six of these, how- 
ever, enlisted as soldiers. The tenants of “unknown” status in- 
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who have 
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er Size of Farm to be Purchased 


by economists that American tenancy 
the farmer to discover the size of farm 
best adapt pacity, before actually making an investment 
inland. W thought in mind it will prove of some interest 
to look ove: table of twe nty-six young tenant-farm- 
ers, unrelat rs of their tenant farms, who, during the 
ten-year p¢ wwners of farms. In each case the farm 
purchased i y different farm from the one previously 
leased. 

Taste II].—Tenan 


Owners, SHowrnc Retative Sizes or Farms Rentep 
p PurRCHASED 


| | | 
| 1911 | 1910 | 1909 


1918 | 1917 1914 1913 1912 
0-120 | 0-1 O-1 105 | T-105 | T-105 |T-105 |T-105 | 
O- 77 | O- O- 77 O- 77 | T-160 | T-160 |T-160 | T-160 


O-160 | O-1¢ O T-1 T-180 | T-180 | T-180 | T-180 | T-160 


0-171 -17 O-1 71 T-118 | T-118 | 
) T- 80 | T- 80 | T- 80 | T- 80 | T- 80 


QO-120 
Q- 93 
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Retreat of Farm-Owners, Commonly Known as Retiring from Farming 

The number of farm-owners on the 500 farms who started their 
retreat (retirement) from farming during the ten-year period was 
124. Advancing age came to some farmers unannounced and 
suddenly, and retirement was forced at once. In other cases the 
sag in strength was gradual and retreat took place inch by inch. 
The fighting spirit seems to cling to the land and to work as long 
as possible. 

This constant social phenomenon of retreating old age seems 
to have a fixed relationship to the advance of youth upon the 
land and to the “climbing of the agricultural ladder.” The fol- 
lowing tables are presented because of the possible light upon the 
whole tenancy problem thrown by such constant social phenomena 
as the familiar instance of the retired farmer. 


The “retreat” of farm owners—commonly known as retiring 
from farming—of the 500 farms composing this study may be 
shown as follows: 


All those retiring— 
Ownership 
Still owning some farm 
Not owning any farm now 


Residence 
Living on some farm 
Living in town 
Moved out of county 


Total 


Employment 
Still actively farming 
Overseeing or helping 
Tenant or hired man 
With other employment 
With no employment 


Total 
Status of those living in town 
Managing farm 


With other employment 
With no employment 


Total 
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Still owning; living on farm 
Still owning; living in town 
Sold farm; living on farm 
Sold farm; living in town 


Total 


Status of those living on farms 
Still owning; living with son-tenant 
Still owning; living with unrelated tenant 
Still owning ; living with neighbor tenant 
Sold farm; living with son-owner 


Total 


Taste 1V.—Rerreat or Farm Owners rrom FarMinG oN THEIR Farms, SHOWING 
Steps iN THE Rerreat Durtne THE TeN-YeaR Periop 


Original farms as held by tenants, by purchasers, and by original owners 


1917 | 1916 | 1915 | 1914 | 1913} 1912 | 1911 | 1910 


Held by Tenants | 

By son managing ‘ 34 | 31 29 | 4 | 1 14 | 12 

By relative managing 3 2 | 0 

By unrelated tenant managing 13 13 10 5 

By neighbor managing . 6 | 4 2); 8 

Held by Purchasers 

By son managing 

By relative managing 

By unrelated person managing, 
formerly tenant somewhere. . 

By unrelated person managing, 
formerly owner somewhere. . 

By unrelated person managing, 
from other employment 

By unrelated person managing, 
formerly neighbor 

By unrelated person managing, 
young man on first farm... 

Held by Original Owners 

By owner returned 1 

By owner 46 


Original farms as held by tenants or purchasers.—Evidently 
in any considerable community there will be found, in any one 
year, farmers just starting their retreat from farming, farmers 
well along in their retreat, and farmers whose retreat may be said 
to be completed. In the community of Sun Prairie are many 
farmers still living whose retreat was either complete or in process 
prior to 1909. These farmers do not appear, and are not con- 
sidered, in the present study. Only those farmers are entered in 
the tables who started their retreat some time during the ten-year 
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period, onsidered, whether they finish their re- 
treat WI not. 

The ! e tells the story, year by year, of how many 
of the « 


been let slip out of the working grasp 
of the f 


consideration into the hands of tenants 
or pure! 


In 1909 ywners began their retreat. They started 


the retre r farms to tenants. In 1910 (including 
those farme! in to retreat in 1909 whose farms are still 
held by 18 farm-owners are in full retreat by 
letti nants, while 3 farm-owners began their 

ginal farms, In other words, each year 

er of farms rented or sold, as the first 
with the number of farms still held by 
tenants ; from the preceding years of the period. 


pass, obviously, from the “held by ten- 
ants” cl by 


A parti 
purchasers” class, or vice versa. 


Taste V.—RetTREA1 ; From Farminc oN TuHetr Oriotnat Farms, 


STEPS Ten-Year Pertop—Continued 


hich have been divided 


1917 | 1916 | 1915] 1914! 1913] 1912| 1911 | 1910, 1909 
Held by Tenants | 
To son managing. 
part managing 
To two neighbors 
one unrelated t 


To two sons man 
To unrelated ten 
To neighbor (sol 
To unrelated tena 
To son (sold) 
Held by Purchasers 
To son managing 
(sold) managing 
To two sons mana 
To son managi 
keeps part man 
To neighbor manag 
keeps part mana 
To unrelated perso 
formerly tenant 
managing 
To unrelated person 
To young man 
boring home 


| 
H 
ing 0 0 0 0 0 0 
) 0 0 0 0 0 0 ) 
] 0 0 0 0 0 0 
l 0 0 0 0 0 0 0 
0 0 0 0 0 | 0 0 
0 0 l l l 0 ( 
l l ] l 1 0 0 0 
) 0 1 0 0 0 0 0 
/ 0 0 0 0 0 0 
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Original farms which have been divided.—Dividing the farm, 
the owner retaining a part, while quite evidently a form of retreat, 
is not a method which suggests itself readily to a retreating 
farmer, even when a son is the part-tenant or part-owner; the 
difficulties of such a situation are easily seen. However, it is in- 
teresting to notice, in the few instances of this manner of retreat, 
that a son or a neighbor now and then fulfills the happy condi- 
tions. 

In 1909, four sons held a part of the farms as tenants; but in 
1910 they do not appear in the table. As a matter of fact, they 
changed in 1910 to the class of tenants holding the whole farm, 
while the fathers took one more step in the retreat. It is plain 
that the status of any particular divided farm may change in 
like manner to some form of tenancy or purchase of the whole 
farm. 

Divided farms must not be confused with joint-tenant farms or 
jointly owned farms. When a farm is divided, it becomes two or 
more farms. 


OWING Taste VI.—Rerreat or FarmM-Owners FARMING ON THEIR Originat Farms, SHow1ne 
Steps In THE Retreat Durine THE Ten-Year Perirop—Continued 


Other farms than the original held by the retreating farmer as owner or as tenant 


1918 | 1917] 1916| 1915 | 1914 | 1913 | 1912| 1911 | 1910| 1909 


Held as Owner 
Second farm, selling original | 11 


| 
| 
| 


10 j 3 
Second farm, leasing original 5 | 6 : 2 
Third farm, leasing other two| 1 | 0 | 0 
Held as Tenant } | 
renant on another farm.... 6 } | 


Other farms than the original held by the retreating farmer.— 
A distinct step in the retreat of some farmers is the purchase of a 
second farm, either much smaller than the original farm or else 
lying close to town, often even within the limits of town; most 
frequently the second or third farm combines both factors, small- 
ness and nearness to town. 

In cases where the second farm is in the open country and of 
good size, it is usually found that the retreating farmer has leased 
or sold the original farm to an older son while having in mind to 
provide a farm for a younger son, who later either leases or buys 
the second farm, A third farm for a third son is not unknown. 

When a retreating farmer sells out and becomes a tenant on 
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Overseeing or 
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“retired farmer” shows him as moving off his farm by degrees: 
giving over a part of his house to the newcomer; moving into a 
smaller house on the original farm; going to live with a son on 
another farm; moving on to a smaller farm near town; settling in 
a house in town surrounded by a large garden. 

The tenant system appears to be a cog fitting into the notched 
edge of the veteran farmer’s retreat. 

Employment of retreating farmers.—That the retiring farmer 
gives up the habit of work only upon compulsion of circumstances 
is evident from the foregoing table of his employment,—especially 
from that part of the table dealing with “no employment.” 

It cannot fail to interest the person who thinks upon the tenant 
problem in terms of human relationships to find that the veteran 
farmer, though sagging in his physical strength, is able to im- 
part, in the opportune role of overseer or helper, a portion of the 
wisdom gained by his years of farm experience to young men in 
the natural réle of tenants. 


Shifting of Tenants 


Taste IX.—Suirtine or Tenants 


Shifts of tenants during the ten-year period 


Number of Shifts 1918 | 1917 | 1916 | 1915 | 1914 1913| 1912) 1911 1910 1909 Total 

Of all tenants...... 

Of all tenants shift- 
ing within the com- 
munity 

Of all tenants shift- 
ing to and from 
other communities. 


| 56 48 | 47 39 38 14 429 
Of tenants related | 
| 


38 24 2¢ 24 


| 
| 
| 
| 
| 


18 14 


to owner 
Of tenants unrelated 
to owner 


40 


Number of shifts during ten-year period.—Every change in the 
occupancy of a farm home involves a shifting of each of two fami- 
lies—one moving off the farm and another moving on. For the 
purpose of estimating the amount of influence upon the stability 
of a community due to a shifting tenantry, it will be necessary to 
count the coming of a family to a farm as one shift and the going 
of a family as distinctly another shift. For it is plain that from 
the social point of view pulling up the roots of a family estab- 
lished in the neighborhood affects every social relationship in the 


207 
19 
105 
OWIN 
( 
BA 
108 | 
| 
4 


908 


ne¢ ighbor 


family is 


every poln 


A few 
of shifts 
times in t 
on or off t 
of a son, 
home farn 
becomes a 
are not co 

When a 
ing this f 
oned as a 

When, 
moving on 
as a tenal 
shift. 

If a son 
be comes L 
owned by 
as taking 
a shift is « 

Whenevs 
a shift Oc’ 

In the ( 
shift for « 


The cor 


may be met 


tenant a 


Number of diff 


Number of 
Farms Involve 


Of all tenants 
Of tenants 


within the 


munity 


Of 


tenants shift 


to and from ot! 
communities 
Of related tenants 


Of 


unrelated tena 


onomic Assoc iation 


inner; and the planting in of a new 
equiring new social adjustments at 


made as to how the foregoing table 
\ farm may change occupants several 
no family will be found to have shifted 
mstance is illustrated best in the case 
farm, who becomes a tenant on the 
trated in the case of a neighbor who 
joining or nearby farm. These cases 
the table. 
to a farm as tenant and while occupy- 
| farm nearby, their coming is reck- 
first farm. 
ifter once leaving his father’s farm, 
or going to reside elsewhere, returns 
, his coming back is reckoned as a 


it not renting, his father’s homestead 
by farm, whether the second farm is 
some other person, no shift is reckoned 
if the son moves on to the second farm, 


s to lease his father-in-law’s farm, 
incy on one farm by two families, one 
nted for each move. 


of related tenants suggests that there 


ntried which would render the unrelated 


f 4 


of the community. 


Tenants—Continued 


nants occur during the ten-year period 


1915 1914| 1912 | 1911| 1910] 1909 


40 | 39 | 38 | 31 | 392 | 14 


20 | 6 
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The number of farms on which shifting occurs.—Neighbors 
generally know the farms on which shifting of tenants occurs with 
frequency and regularity. If a community is going to exercise 
social control of its tenant shifting, so as to cut down the cases 
of preventable shifting, it will carefully examine the conditions of 
tenancy on the farms where shifting is chronic. 

It will be recalled from Table I that 254 farms of the 500 were 
at some time occupied by tenants. The present table discloses 
the significant fact that only 142 of these farms had any shifts 
of tenants during the ten-year period. On the other hand, it turns 
out that 17 farms have had one or more shifts in each of five or 
more years of the ten-year period, and may well be considered as 
“chronic- shifting farms.” 

Table II shows that the total number of “related farms” is 125. 
The above table shows that only 51 of these farms have had shifts, 
while 119 of the 154 “unrelated farms” have had shifts. 


Taste or Tenants—Continued 


Number of different tenants shifting during the ten-year period 


1918 | 1917 | 1916 | 1915 | 1914 | 1913 | 1912 | 1911] 1910 | 1909} Total 
| | | = | = 
30 | 5 | 42 | | 39 | 38 | 32 
the community 
Tenants shifting to and 
from other communi- | 
Both within and without 
Related tenants 
Unrelated tenants 
Both related and un- | 
related 


The number of different tenants shifting—The total number 
of different tenants shifting is 231 out of the 327 tenants. Over 
against the 5 “chronic shifters” may be set these 96 tenants who 
do not shift during the ten-year period. A tenant is considered a 
“chronic shifter” if he makes one or more shifts in each of five 
or more years of the ten-year period. The chronic shifter may 
never, obviously, be a tenant on a chronic-shifting farm. 


Index numbers of tenant shifts—The number of possible shifts 
is reckoned as follows: In the years 1909 and 1918 only one shift 
per farm is considered possible. In 1909, a family is assumed to 
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be occupying each farm without a shift to the farm; so that only 
a shift off the farm is possible. In 1918 a family is assumed to 
be remaining on each farm without a shift off; so that only a shift 
on to the farm is possible. For each of the other years two shifts 
per farm are considered possible, namely, one off and one on. 

The index number of tenant shifting for any particular year is 
obtained by dividing the number of actual shifts by the number 
of shifts possible in that year. For the purpose of comparing ten- 
ancy in different communities situated in various parts of the 
United States, the system of index numbers will be found useful. 


Mr. Donald has been operating his farms upon this agreement 
plan for 16 years. In that time he has had but five families on 
his three farms. One man has been with him 14 years and an- 
other 11 years. 


FOR RENTING Farm 


This agreement made the Ist day of March, 1916, by and between 
J.S. Donald of Springdale, Dane county, Wisconsin, of the first part, 
and Mat Marty of Springdale, Dane county, Wisconsin, of the second 
part; witnesseth that whereas, the said party of the first part beir 
the owner of the following described premises, to wit: 

That part of the farm north of the Mount Horeb, Mount Vernon 
highway in section 28. And the southeast 14 of the SW 14 of sec- 
tion 28. The NE part of NW 14 of the NW 14 of the NW 14 sec- 
tion $3, the large field and pasture in the NE 14 of the NW 14 section 
33, containing in all about 225 acres, all of the town of Springdale, 
Dane county, Wisconsin. 

The said party of the first part leases to the said party of the second 
part the above described land and premises in the following manner 
and subject to the conditions herein named to wit: 

Should a part of the farm be sold, this agreement is subject to such 
changes as may be necessary, but no change shall be made except at 
the end of a season. 

The plan of renting is to be coéperative or on shares. The said 
party of the first part agrees to furnish the land, one-half of the 
horses, cattle, hogs, and seed; to pay the land tax and half of the live 
stock tax; also to furnish wire for fences, if all available wire on the 
farm is in use; and to receive one-half of all moneys, or profit derived 
from any product produced on the farm, or one-half of the produce 
not disposed of, as his compensation. 

The said party of the second part agrees to use all due care and 
precaution in the care and maintenance of the buildings, and keep the 
buildings in as good repair as they now are, ordinary wear and tear 
excepted, and his best efforts to successfully work the land, devoting 
his entire time thereto as if working on a salary, and to furnish all 
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onduct the farm; to furnish one-half 

1 seed; to work or pay all road tax, and 

the farm; to cut fence posts in season 

and to build \ needed, and to keep all fences in good re- 

pair; and t re hauled out and spread on the land that 

will be to ntage to the farm, and the last year that 

this lease to | pread where directed by the party of the 

first part. A ls are to be cut according to law and the 
farm yards an pt in a tidy condition. 

For th party of the second part is to receive 
one-half of ‘fits derived from any product produced on 
the farm, produce not disposed of, as his compen- 
sation. 

For any hased for the farm, each party agrees to 
pay one-half rnished from the farm but waste and dead 
timber to | f the living timber is cut, without the 
permission of 1 par f the first part, and all brush to be piled 
and burne 

Provided vy of the second part wishes to keep more 
poultry tha for family use, each party agrees to furnish 
one-half of k, and whatever income there is above 
ten dollars ($ to be divided equally between the parties of 
the first at [f the income is not over ten dollars, the 
party of tl to have all. 

The party part is to have a garden, and what milk is 
needed for any butter is made, each party is to 
receive on party is to receive one-half of any cattle 
or hogs bute the other party market price for his share. 

The stock | is to be separated into two lots, as nearly 
equal in va y the said Mat Marty, and the said J. S. 
Donald is t of lots or decide by lot. 

Notice t igreement shall be given on or before the 
first of De ts termination on the first of the follow- 
ing March nt is to be in force for two years from 
March 1, 1 rivilege of extending the time annually as 
long as mut 

(Signed) J. S. Donarp. 
(Signed) Mar Marry. 
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LAND TENURE AND PUBLIC POLICY 
By Kent 


United States Tariff Commission 

[I ask your tolerance for a statement by way of preface. 

Many years ago when I was in college, I tackled what was then 
called Political Economy. I understand it is quite different now, 
and that some things that were then true beyond dispute are no 
longer either true or respectable. During the intervening years, 
I've seen many people and many things, and have wrestled with 
business and with public affairs. For these reasons it may be that 
some pages of observation and some deductions therefrom may 
here be of interest, although contributed by a layman. 

It used to be said that Political Economy concerned itself with 
“the production and distribution of wealth.” To the lay mind this 
would refer to human wealth produced and distributed by human 
beings. But somehow the human beings we knew escaped from 
the stage, and instead we looked upon puppets, John Henry, an 
immortal average, and Mary Jane, his wife, a promiscuous aggre- 
gate, while kind old Doctor Malthus acted as godfather to the pup- 
pet children of John and Mary. We had Laissez Faire in those 
days, carrying its happy assurance that, in a world of men, the 
ebb and flow of things would regulate human morals and promote 
well-being. We had a rigid constitution, the changeless law of 
supply and demand, and this at a time when the barkeeper fed 
us with extra-salt pretzels to create an artificial demand for more 
beer, and the landlady reached for the pump handle when called 
upon to increase the breakfast milk supply. 

I took these fundamentals seriously, although struggling vain- 
ly with the equations and the illustrative diagrams, now known, I 
believe, as “graphs.” I recall how diligently we followed a criti- 
cal analysis of Progress and Poverty, and how cheered we were 
when we learned that the answer to Henry George’s iconoclastic 
criticism of the unequal distribution of life’s favors and privileges 
was to be found in the fact that as the rich grow richer the poor 
grow richer also. It was discouraging for me to note, later along 
in life, that the poor, in a world full of work and of shoes and 
food, did not always connect with the food and the shoes, although 
willing to do the work. They might have been richer than they 
had been, but not rich enough for practical purposes. 

Those were the days when labor was paid out of a benevolent 
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fully set aside for the purpose of future 
ipital. You remember the amiable car- 
beaming, rotund-vested capitalist, with 
check to the smiling toiler in a square 
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either slave or free.” I wondered 
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politicians and policemen, and love and hatred, as well as canned 
tomatoes and bills of exchange. 


In the course of my ramble through life I have discovered that 
next in importance to the fact that wealth is produced chiefly by 
human beings, is the fact that it is chiefly produced and distributed 
on the land, which is inhabited by human beings. 

It is because I believe that the land, with its natural content, 
its assisted product, its allotment, its use, and the form of its ten- 
ure, is the greatest and most vital factor in political economy, that 
I have chosen my topic. My treatment of it can be nothing more 
than a suggestive sketch. I wonder why so many economists, with 
the ground presumably attainable by their feet, have so neglected 
its consideration. The structure of their thought seems to me 
built on stilts or floated by balloons, just in the measure that they 
have ignored the land. 

We have unfortunately inherited from feudal times a curious 
anti-social system of landholding, the expanding evils of which 
no one could have predicted. The King, for reasons that seemed 
good to him, bestowed upon a retainer a piece of land, and dedi- 
cated it to the grantee and his heirs and assigns forever. The land 
extended down indefinitely—until the world became spherical, when 
it became an inverted pyramid reaching to the center—and in- 
cluded all things on and above the surface. It might have been 
granted for service rendered, or to be rendered, or for rent real or 
nominal, At that time there were none to be considered save the 
King and those worthy to be his vassals; the natives went with the 
land, as did everything else except the wild game reserved by the 
King. As the state succeeded the king, in our republic, the state 
also retained this game exemption from private ownership, while 
the actual ownership and transfer of inhabitants amongst English- 
speaking people had long been abandoned. The grant could be 
fenced off against all comers save the king, and could be used, 
misused, or lie unused if only the rental were paid or the service 
rendered, 

We, through the state, have gone a step further. We ask no 
service or rent for the exclusive privilege, for taxes are supposed to 
cover all property alike. Such unrestricted tenure is so much a 
matter of course with us that we accept it as an inevitable factor, 
and base our thinking on it as a postulate. 

Let us see how it works out, by taking a view of things as they 
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[ have dealt in every sort of land, and have 
adequate service rendered, and can therefore 
f what I have seen and done and met along. 
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What has happened under this exclusive title 
| assigns forever, and what is being done about 
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The city defies the law of supply and demand. It finds all sorts 
of useless and unproductive employment. It invents jobs that 
cater to luxury ; it provides endless tasks in increasing its own over- 
growth. It is a case of round and round in a vicious circle. 

Stop to think of the millions of strong, able laborers that have 
dug the useless tunnels, that have built too many skyscrapers, and 
have paved and dug up and repaired too many streets. Think of 
the waste of unnecessary private service that has accompanied city 
extravagance. 

Think of what this labor might have done to drain the swamps, 
to clear the land, and to serve our needs in food and fiber pro- 
duction. Think of the wasted material, and realize the thousands 
of miles of country roads that could have been installed to bring 
our food supplies to those that need them. 

Waste of labor, waste of material is doubly wasted because it 
has served to vastly increase the value of land held in fee simple, 
and upon which value, rents are to be charged by heirs and as- 
signs forever. 

The speculative dealings, as apart from the legitimate service 
of catering to residence, office, and factory needs, have created a 
large class of highly paid and utterly unproductive dealers in real 
estate. The central congestion has driven millions to surburban 
subdivisions with their irresponsible, disconnected systems of streets 
and sewers. 

Artificial values are created for landowners, by forced installa- 
tion of transportation, and the whole incoherent development is an 
increasing charge on useful production, as long as the city con- 
tinues to grow, and as long as the real or artificial demand for 
land can be kept up. 

The city is a social institution that is subject, like other insti- 
tutions, to disorders and diseases, but there would not be the same 
drive toward waste were it not for the carefully planned and fos- 
tered boom spirit engineered to the end of increasing the value of 
privately owned land. 

What have the Astors done that they should levy toll on land 
quoted at a thousand dollars a square foot? Whence comes this 
toll, and why should we continue a system that induces such phe- 
nomena? 

It would be unjust to confine the arraignment to the big city. 
Every town in the country points with pride to its increasing popu- 
lation and rates its rising real estate values as contributions to the 
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aggregate wealth of the nation, whereas those values demand the 


blood of production and merce. They are the leeches of privi- 
lege. 

It is popularly and generally admitted that watered stock, at 
least in public utilities, ot an evidence of wealth, and that if it 
pays dividends the community is being robbed. Our greatest public 


utility is land. Its rentals, based on community created demand, 


are dividends on watered values, but are seldom so considered. 


Let us take an instar ‘f what might have been done under 
other conditions. The City of Washington offers a simple illus- 
tration. Washington is ther a producer nor a distributor, It 
is merely the seat of the federal government. Since the time of 
its founder it has been su t to land speculation. It is stated 
that the Capitol faced what was to be the future city, but that 
forehanded people obtained the high land to the east and placed 
upon it such values that the population crawled around behind 
the Capitol into the swamps of the Potomac, Then down through 
more recent years of land speculation, largely at federal expense, 
great arterial streets have been forced out into the country, often 
as real estate projects. For well over a hundred years successive 
generations of speculators have carried away the proceeds derived 
from the need of others, and there seems no end to the story. Let 
us suppose that fee simple title, with its speculative possibilities, 
had never been granted in the City of Washington. Let us sup- 
pose that as fast as people desired to put up dwellings, they had 
been permitted to do so under reasonable leases, perpetual, if you 


choose, on proper conditions and in specified places. Washington 
would then have had an orderly growth. The rentals accruing 


would have built all necessary streets, would have provided every 
possible modern convenience, and the people would have paid in 
ground rent probably not a tenth of what is now being paid. 
There would not have been the craze to subdivide far outside of 
necessary boundaries, with all the waste incident to miles of un- 
necessary streets, but instead there would have been a well-ordered 
arrangement, infinitely less expensive and wasteful than what has 


grown up in the Capital City. 
Before we leave the city, we ought to consider whether this 


form of title engenders the home feeling, the sense of permanance 
and responsibility. The shifting scenes of fashionable neighbor- 
hoods, the increase of residence hotels and apartment houses, give 


the answer. 
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When we consider agricultural lands we find the same curse. 
We find that every improvement in transportation, whether by rail, 
‘anal, or road, at once results in higher land prices, in higher land 
rents, and therefore in higher cost of production, if people are 
permitted to charge up their rents or interest on land value as part 
of their producing cost. ‘The man who would pay for his land out 
of its product finds that it must be done either out of more years 
of crops and of life, or out of higher prices from the man who 
eats. The McCormicks produce the harvester. Up goes the price 
of wheat land. Does Ford invent a tractor? Farm lands being 
made more productive, immediately advance in price, and neither 
consumer nor farm tenant gets the advantage, because at one end 
the farm owner can raise his proportionate rent, and at the other 
there is no reduction of prices for foodstuffs. Farm land, just 
like city lots, is oftentimes held out until the need and the breeding 
capacity of others call for its use. Then there stands at the gate 
the fee simple owner to charge in rent or in purchase price the 
value created by the work of others. State and national highways 
and railroads add to the value that the owner may capitalize. The 
inevitable tendency of increasing speculative values, or inherent 
values if you prefer, is to permit and to encourage tenancy, and 
to make permanent acquisition more difficult. 

The fortunate owner of productive land can move to town and 
authorize a tenant to farm on shares, while he is enabled to live 
without making contribution to the common pot. 

Tenant farming is so thoroughly recognized as inferior farm- 
ing that I shall not stop to discuss the soil depletion and the 
skimming process that are its usual concomitants, lease terms 
to the contrary notwithstanding. The steady tendency of settled 
farmers to move to new speculative fields, as from Iowa to the 
Canadian Northwest, belies the theory of permanency. 

To my mind one of the greatest bits of thought-inspiring phil- 
osophy is found in William Vaughn Moody’s poem “The Brute,” 
wherein he expresses the hope that invention, power, now ugly 
and destructive, and machinery may one day be harnessed to the 
chariot of human welfare. 

We have wondered why the millions of man-power added to 
productive capacity, by machinery, have not abolished poverty 


and need. We are forced to the conclusion that they have largely 
been wasted in folly and absorbed by privilege. It is my conten- 
tion that in our form of land tenure rests the chief privilege and 
a great source of social folly. 
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controlled industry, permitting decent standards of living, and one 
of the most shameful chapters of cruelty, greed, and waste would 
not have been written into our history. 

The story of our petroleum resources is next in point. We see 
“Coal Oil” Johnny debauching and celebrating, on the proceeds 
of what should have been common property. We see the Standard 
Oil Company through early ownership of the oil fields efficiently 
destroying its rivals and piling up power that threatens the Re- 
public. We see booms and frauds and burning wells, and wasted 
oil pools, and a pressure to export a vanishing resource of incal- 
culable value which cannot be replaced. 

If we, the people, were not capable of producing our own oil 
from our own land for our own ships, are we not a little unreason- 
able in telling our uncertain friend Carranza what he should do 
with Mexico’s supply? 

The best of our iron ore has been found outside the boundaries 
of what has been technically designated as mineral lands. It was 
and is held in fee simple, to heirs and assigns forever. This iron 
and its accompanying coal have apparently made good the Ni- 
agara of water poured into the Steel Trust, upon which we and 
our heirs forever are expected to pay dividends. 

The story of our grazing lands is similar. They have gone into 
private ownership under all sorts of legitimate and fraudulent 
conditions. Where they are efficiently managed and made pro- 
ductive, we usually find that they have been accumulated in ex- 
tremely large units. Sometimes the land is largely owned. Some- 
times it is enough to own the strategic points, like watering places. 
Unless something is done about it, the day of the small self-re 
specting stock raiser in the Western States is gone, except as he 
finds opportunity to graze on the Forest Reserves, on a rental 
basis, and these Forest Reserves are continually being attacked 
by demagogues on one side and pirates on the other. 

Strategic points controlling water power have also largely 
drifted into private hands, so that here, too, there may be secured 
perpetual payment to privilege, under the royal tradition of fee 
simple title. Everywhere we look we find the same abuses and we 
find alongside of them inefficient efforts to reclaim grants once 
heedlessly given. There is no better illustration of the fallacy of 
such unproductive tenure than that of the man standing on a 
bridge over a flooded river and catching driftwood. When ap- 
proached by a neighbor who asked to share the privilege, the man 
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who was first on tl c ide a deal, whereby the neighbor 
caught the wood for h f what he caught. The people of north- 
ern Mexico, who from ] toric times inhabited and believed 
they owned the land whatever they produced upon it, sud- 
denly awoke to find that, under the beneficent rule of Diaz, the 
land had been granted nder them, and they were thereafter 
allowed half of what t produced. Such an illustration as this 
is obvious, but we fail t e our own similar procedure or to apply 
a remedy. There is s ng wrong here, a living by the sweat 
of another man’s brow 

I wish some young | vith a head for figures would spend a 
year in discovering h« h unearned rent goes into the cost of 
a ham, that the man v digging in the city sewer would like to 
buy, if he had sufficient w: Farm, stockyards, railroads, and 
city tenancy would al ntribute their quota. 

I have neglected to consider another phase of this speculative 
landholding. I recall a Nebraska county which was held as an 
Indian Reservation, wherein no land could be granted to the Union 
Pacific Railroad. Not g able to secure lieu land, the railroad, 
for the sake of land grant, made a 50-mile detour around this 
particular county and by has burdened western railroad 
transportation to that extent apparently forever. In city and 
county alike, speculative landholding has warped the progress of 
orderly development. In Seattle an interurban company deliber- 
ately raised its round trip fares from 15 to 40 cents and thereby 
destroyed all value in urge working people’s settlement. The 
same outfit, by deliberat ift of transportation facilities, changed 
the values in the center of the city to real estate which it specula- 
tively held. 

A common feature in mining booms is gambling in lots, utterly 
unproductive, and absorbing capital that could be used for pro- 
duction. It is a game of “Button, button, who’s the beer on?” 
because all players know that the last man will lose. The amount 
of capital rotting out ibandoned speculative boom towns, is 
beyond computation. It is all a tribute to this wild idea of hand- 
ing over to private individuals, their heirs and assigns forever, 
portions of the earth’s surface, to do with as they see fit. 

We owe to Henry George the impulse toward the destruction of 
the landowning privilege, and must credit him as a great pioneer 
in democratic thought. But the name “Single Tax” is unfortun- 
ate, and George’s essential idea in advocating such a tax is often 


misunderstood. 
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Taxes, as I see them, fall into two general categories— revenue 
taxes and remedial taxes. If we could conceive of a community 
whose members possessed an equality of wealth and of opportunity, 
and felt under the need of raising revenue for a common purpose, 
the best method would probably be found in a plain, straight 
ahead poll tax. Questions of import or export taxes might be 
considered as securing better foreign trade conditions, or for 
altering domestic production or distribution, but for revenue pur- 
poses there would be no need of complicating the process of taxa- 
tion, with the end of adjusting intra-community relations, through 
taking from one for the benefit of another. 

The Single Tax, or the covering into the treasury of com- 
munity created value, is essentially a remedial tax, intended to 
abolish privilege and to release and encourage production. It 
has been urged, as its name would imply, as a sole and sufficient 
source of permanent public income, and it has, moreover, been ex- 
tolled as the only tax needed for either revenue or reform. 

The confiscatory tax that eliminated state bank currency, and 
the extortionate internal revenue taxes on alcohol for drinking 
purposes, show a trend toward adopting other remedial taxes. 
Protectionists urge a remedial need for their system of customs 
levies. The necessary stretching of our rigid Constitution, in its 
weakest point, will be found in practically prohibitive taxation 
under the interstate commerce clause. 

As a revenue measure, the single tax will, if logically carried 
out, tend to extinguish itself. Unless land tenure be accompanied 
by the privilege of retaining at least a part of the unearned incre- 
ment, there will be no reason for the individual to collect his 
privilege rent and thereafter return it to the state. Just as in the 
case of cut-over lands, which were once not considered as having 
any value, there will naturally be a reversion to public ownership, 
and thereafter the state, instead of farming out the privilege of 
taxation through landowning, would logically become the land- 
owner, and the judge of the rental value. 

I have been greatly interested in the great Palestine Zionist 
project. Its able architects have planned a structure wherein the 
title of all land remains in the commonwealth, and perpetual leases 
control its use. A devoted follower of Henry George said that the 
plan was based on single tax. It is based on Henry George’s 
teaching, but instead of adopting the single tax, it makes that reme- 
dial measure unnecessary, and as it prevents the growth of a tax- 
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able privilege, it cut it source of income, It represents 
public renting, the assumption by the state of the simplest method 
of adequate control. 

Speaking of Zion ca nd the Dowie experiment that bore 
the name. The land u; which Dowie’s Zion City was built was 
bought in a wild state, and title held by that wonderful autocrat. 
After crusades to New York and other so-called sinks of iniquity, 
which were immensely y, after ill-managed and unprofitable 
business ventures, the nds of the faithful were dispersed, Dowie 
died, and Zion was bar pt. ‘The receivers sold the land at com- 
munity-created pric , to the best of my knowledge, there was 
a redemption, a repayment for waste and folly, out of values which 
the prophet had in 1 to reserve for his people. 

In summing up, I a n this traditional fee simple title for 
many economic and s rimes and misdemeanors, and I cannot 
distinguish between t ind the social. 

It has contributed a it impulse to the overgrowth of our 
cities and towns, and to the depletion of our agricultural areas; it 
has lessened our food supp! ind increased their costs; it has 
created idle classes, farm tenancy, and bad agriculture. 

It has destroyed ou ests, wasted our coal supplies, cascaded 
our petroleum. 

It has encouraged ite monopoly and resultant extortion 
and has encouraged nt activities by our own common 
carriers. 

More than any other privilege it has permitted men to reap 
where they have not sown. It has, like a sponge, sopped up gen- 
eral benefits and deprived society in general of what was due from 
inventions and improvement 

It levies, and unless rected, will levy, perpetual tribute on 
the production and t! stribution of wealth. 

An extraordinary phas¢ that the institution perpetuates 
many of these iniquities without involving moral turpitude on the 
part of the beneficia1 Landowing is part of our history, 
our traditions, and is a badge of respectability. The landowner 
faces the assessor ¥ the belief that he, and he alone, is sup- 
porting the state. 

What are we going lo about it? 

First of all we must e the situation and add our voices to 
those who have long n the point. We must know and must 


teach the wrongs involved 
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It is a strange thing that while we are endeavoring to curtail 
and control the rights already granted, we are continuing to grant 
the same rights. There should be no further alienation of public 
property into private hands under any policy, save that of lease, 
where control is easy, and the penalty is cancellation. There is 
always the power of taxation, sovereign and unlimited, which can 
drive needed and unused holdings into use, and can absorb the 
privilege tribute of unearned rent. 

There are great possibilities of control through state and na- 
tion; and, finally, if we are willing to take time, and in our thinly 
settled country we can take more time than some other nations, 
we can, through inheritance taxes, destroy private titles that grant 
speculative and oppressive privileges, and return the land to the 
public with the assurance of its subsequent proper occupancy. 

Before the inheritance tax can ever work out, without destroy- 
ing production and wrecking the useful industrial application of 
large estates, there must be consideration given to the necessity 
of levying taxes in kind as well as in cash. There is much to be 
feared from the process of selling estates on the bargain counter, 
in order that the state and nation may put a portion of the pro- 
ceeds into the public treasury. There will, in many cases, result 
great damage with little profit, something like what happens when 
lead pipe is stolen from a vacant house, But in the case of land- 
holding, the inheritance tax if taken in kind may be levied so as to 
destroy title, without necessarily destroying occupancy. It may 
be used as a method whereby the public, in its resumption of title, 
can eliminate with the least disturbance this economic nightmare 
—the fee simple title to land. 
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sources into working form. Working capital differs from “resting” 
capital in at least three respects: (a) capital goods wear or pass out 
sooner than land; (b) capital goods have perhaps less versatility and 
continuity of usefulness as seasons and policies change; and (c) capi- 
tal goods are usually employed with a greater admixture of user's 
In the third 
place, the owner's selective function operates differently as between 


manual and entrepreneural service per unit of value. 
capital goods and land. Demand for specific items of capital goods 
controls their supply on the market. Such “birth control’ is inoper- 
ative with respect to land, much of which has to be owned for centu- 
ries before a nation’s controllers of development capital and labor 
should put it into much service. The landowner’s duty as a selecter, 
contrasted with that of the owner of operator's capital items, is to 
select properties with a good prospect of usefulness in a possibly dis- 
tant future. Choices with respect to operator’s capital items normally 
carry a larger possibility of loss from a small degree of error than 
choices as to the proper discounting of future land values. A higher 
average rate of return accruing to owners of working-capital items 
than to owners of land, farmers wishing to sell their productive years 
so as to get the largest income and the most valuable accumulation, 
will keep their resources in those forms in which they can make them 
compound at the higher rates. So long as there are farmers passing 
beyond their most productive years and others whose time is con- 
sidered more productive outside of farm operation, and so long as 
these supply agriculture with enough capital for landownership at the 
customary low rates of return on “resting’’ capital, just so long should 
skilful operators prefer to let these more highly qualified groups sup- 
ply him with the use of rented land. 

The difference in economic aspect between landownership and farm 
operation is admirably indicated by Dr. Ely and Mr. Spillman. To 


summarize their points of view we may resort to parallels. 


Landowner’s functions 

1. Provide primary investment 
capital, select specific properties, 
meet carrying charges, and take 
risks on getting in time an ade- 
quate return from rent and in- 
crement—a large amount of capi- 
tal being rewarded over a long 
period at a low rate. 


Farm operator’s functions 

1. Provide working capital 
(perhaps coéperatively with land 
owner), select specific items of 
equipment, meet carrying charges, 
and take risks on getting in time 
an adequate return by way of in- 
crease of net income above wages 

a variable amount of capital be- 
ing rewarded over a short period 
at a high rate. 
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2. Provide develop il capi 2. Provide developmental la- 
tal, determine the sp forms bor, codperate with landowner in 
and the time schedul ts appl determining and executing the 
cation, meet carrying « rg nd specifications of development pro- 
take risks on getting t jects, and take risks on getting 
adequate return in en! rent in adequate return by way of com- 
and increments—a \ pensation for “unexhausted im- 
of capital being re r a provements” and by way of en- 
fairly short period at i rat larged yields during the prospec- 


tive period of association with the 
properties improved—a_ varying 
ount of labor being rewarded 


3. Select operat ver a fairly short period at a 
supply their deficier pi zood rate. 
tal and in operating entrepreneur 8. Select laborers, supply them 
ship, and take risks o1 tting in with program and stimulus, and 
time a return service and a1 take risks on getting a return 
put justifying his out f tin ervice and an output justifying 
and funds. his outlay of time and funds. 

In general agricult indowners must economize “resting” and 
semi-working capital. 1 ld refuse to put capital into land 
purchase or develo] ts ss it is rewarded as well as it would 
be if put into non-ag: properties and enterprises demanding 
skilful attention and ption in the same degree. Farm oper- 
ators should economiz working capital but more particularly 
working capital. The | refuse to put capital (or labor) into any 
particular kind or scal farm operation unless it is rewarded as well 
as it would be if put in rations outside of agriculture demanding 
skilful attention and 1 us ption in the same degree. While the 
landowner calculates ma n the basis of acre-years, the farm 
operator calculates on t ; of man-years. 

Nor is the functional distinction between farm ownership and oper- 
ation a matter of acad rely. The rate of return on working 
capital will ordinaril rage five or six times as high as the rate 
on “resting” capital, while the rate on semi-working or development 
capital will ordinari ll about midway between. Many a tenant 
whose capital in full working form yields 25 per cent buys land in- 
stead of keeping on more exclusively with high-producing forms and 
finds that he started to put resources to rest at too early a data. 
Being “land-poor” is a | too common status. Low-rate capital 
should be furnished | ers only when past their prime. 

The operator, further should be free to change his location, 
modify his scale of farming, and shift his emphasis from product to 


product. He makes these variations according to changing conditions 
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in his information, maturity, family labor supply, capital resources, 
and according as margins on various products and policies vary under 
changes in prices and costs. Operators profit most, therefore, where 
boundary lines of ownerships do not restrict the shifting of the boun- 
daries of operated areas. The presence of a high percentage of land 
leased by part owners is a striking evidence of the need for elasticity 
in the boundaries of operated areas during dynamic times. 

It is usually better for an operator to refuse to own much land 
until able to start retiring his capital from more active forms to that 
form which affords the luxury of home ownership and of an income 
less dependent on strenuous entrepreneurship. Such an income is 
made certain at the expense of becoming modest. Where ownership 
of farm and home is needed to afford economic stimulus to a farmer 
and his family it may, of course, be wiser to retire part of the re- 
sources in order that greater manual and entrepreneural support may 
be given to the rest of the resources. In many of these cases it would 
be better still for family and social economy to spread a recognition 
of the fact that enlargement of resources in capital items may signify 
greater wealth and larger income than landownership. The conversion 
of resources to the “resting” form is justified on precisely the same 
basis in the case of farm operators as it is in the case of other active 
business people, and by that we mean that too early retiring of one’s 
capital is as improper from the social viewpoint as too early retiring 
of one’s entrepreneural or manual service. 

In the light of the papers presented by Dr. Ely and Mr. Spillman 
we must criticize adversely any attempt by federal or state authorities 
to introduce a land policy under which standardization and system go 
too far. A planned rural development must avoid at least the follow- 
ing pitfalls: 

1. The areas obtainable for operation by farmers must not vary 
over too small a range in any community and there must be no avoid- 
able obstacles to the shifting of lines between operated areas by easy 
arrangements. There must be no checkerboard conception as to “ideal” 
tracts for operation. If basic tracts are standardized interstices must 
be left between them for fractional tracts, subject to annexation to 
basic tracts as operators need to expand. These fractional tracts 
should not be made too large and should not fail to be numerous. If 
such fractional tracts are not provided by the government plan, no 
restriction should be put in the way of breaking standard units up as 
need arises. 


2. Ownership of the land must not be made a condition of opera- 
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tion. Otherwise th f the step between the apprentice status 
of farm hand and tl tus of more or less retired resource assumed 
by landowners will be wide that the economic stimulus of the 
agricultural ladder wi t. Unless land leasing is permitted and 
unless administrative officials are as efficient as private landlords in 
adjusting lease relat t will be hard to justify the government 
project. 

3. A government land-settlement scheme should avoid any effort to 
standardize the careers farmers either by fixing rigid time sched- 
ules of achievement or restricting the goal of income or of accum- 
ulation. The advantag f economic freedom in moving to preferred 
opportunities, taking 1 preferred policies, ete., must not be lost. 

4. Regardless of the extent to which government land-settlement 
projects are undertaker re decided steps should be taken through- 
out the country to help landlords and tenants to understand the eco- 
nomic functions incun pon them and to perfect their relations. 
Perhaps our county farm bureaus can do this by conferences on land- 
lord-tenant relations, helping with the construction and the typing 
of leases, and by promoting arbitration out of court in cases »f dis- 
pute where the adjustment involves an agricultural result. 

W. J. Sprrrman.—Professor Ely refers to the fact that young men 
starting out with litt! pital frequently find it financially desirable 
to be tenants rather tl wners because of the larger business they 
can conduct on their limited capital. I wish merely to confirm this 
statement by referring to data collected in our farm management sur- 
veys while I was connected with the Office of Farm Management. In 
all of our more recent surveys we made groupings of men according 
to total capital owned. All those with capital of less than $1000 con- 
stituted one group, th with from $1000 to $2000 another group, 
and so on. Each of these groups was divided into subgroups based on 
tenure. In nearly all he lowest groups, that is, those with the 
lowest capital, contained only tenants. As the amount of capital owned 
increased the proportion of owners increased, and, generally speaking, 
when the average farm income of a group of owners had risen to the 
point that permitted a satisfactory standard of living, practically all 
of the men passed f: the tenant into the owner class. This in 
spite of the fact that a tenant with a given amount of owned capital, 
in practically all cases where considerable numbers were averaged, 
had a farm income approximately three times as great as owners with 


the same amount of capital 
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These figures indicate that the tenant, by passing from tenancy to 
ownership, sacrifices about two thirds of his net cash income. The 
very fact that in all cases practically the entire number of tenants be- 
came owners as soon as practicable, sacrificing two thirds of their 
income in order to do so, indicates that there are compelling reasons 
for his doing so. I am not sure that I know all these reasons. One 
of them, however, is the desire to own a home; another is the desire for 
economic independence which the owner enjoys in a much greater de- 
gree than the tenant. I think too that in many cases the prospective 
rise in future values of farm land make the investment attractive. 

I think it is very fortunate that tenants do strongly desire to be- 
come owners and do so at the first opportunity, for a farming com- 
munity made up entirely of tenants seldom maintains itself at as high 
a level of rural welfare as is the case with a similar community made 
up of farm owners. 


B. H. Hissarp.—It may be well to call attention to a few points in 
the paper on single tax in spite of the well-known and well-worn char- 
acter of single tax argument. The agility with which the transition 
is made from one type of property in land to an altogether different 
type is always amazing. The reader of the above paper is no excep- 
tion. In one paragraph he discusses ordinary farm land which is 
held in small tracts, and farmed under highly competitive conditions. 
If the ownership of such land is a monopoly then surely the word must 
be defined anew. In the next paragraph he discusses, in the same 
tone, such things as coal mines and forests. These have long been 
recognized as monopolies, and at least something has been done to- 
ward their control. All single taxers are discretely vague on the vital 
question of farm land held out of use. 

The single taxer is distressed because land which at one time was 
acquired at little expense rises to high values. He wants the govern- 
ment to squeeze the value out. It may be suggested that one purpose 
of accumulating property is security in old age, the desire to leave 
property to one’s children, and the like. Should all land be national- 
ized, it would be necessary for a farmer, in order to accumulate any- 
thing beyond chattels, to invest his savings in something outisde the 
farm, thus dividing his interest. At the same time, should the state 
collect the full economic rent, it does not appear that land would be 
any more accessible than at present, since any tenant is able now to 
get land on payment of its competitive rental value. 


The case of a bridge from which driftwood may be caught is cited 
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to illustrate the al the payment of rent to a private land- 
owner. If the bridg iceable at will, and there is plenty of 
wood to be had, tl tration fails, since it is plain that the builder 
of the bridge is paid f il service. If the bridge is not replace- 
able, it fails, beca t analogous to farm land. It is a mo- 
nopoly and should | with as such. 

Another habit of tl taxer which is difficult of comprehension 
is his assumption t no property other than land yields a 
surplus. Why not hese other sources of unearned increm- 
ent, instead of begging stion by explaining all such advantages 
as dependent on lat 

Some of us are unal t mprehend the views of the single taxer, 
but he has the privileg 1 he is frequently ready to exercise, of 
telling us, as Browning 1 certain of his readers, that he could not 
furnish the brains f the poems and at the same time for un- 


derstanding them. 


SOME PURPOSES AND RESULTS OF PRICE FIXING 
By G. F. Warren 
Cornell University 

It will be some years before a full and careful analysis can be 
made of the effects of price fixing in the various countries. Even 
given a long time for the study, the problem will be exceedingly 
complicated because in many cases the fixed prices have been ig- 
nored in actual transactions; therefore the records may not show 
the facts. In other cases, prices have been definitely fixed without 
any official evidence. In this country there has been a considerable 
amount of price fixing by indirect means, in cases where no laws 
gave the power to fix prices. 

The term price fixing is used in this paper to cover all cases 
where government agents have determined the price at which com- 
modities were sold. 

In some cases prices have been fixed by request or suggestion, 
but often the punishment for failing to accept the suggestion 
would have been more severe than for failure to obey a law. 

Another form of price fixing has been the fixing of prices at 
which stored products such as butter and eggs could be sold. 
The fact that consideration was given to costs may have helped in 
determining what the price should be, but the result was none the 
less a fixed price. 

In this very limited paper the writer will state only a few of 
the results of price fixing. The principles involved have long been 
known to economists, but the general public does not know either 
the facts or the principles, and herein lies the danger. The princi- 
ples involved are general, but illustrations will be taken from the 
field of agriculture because the writer is working in this field. It 
is also probable that in the various countries more price fixing has 
been done for agricultural than for other products. 


Reasons for Price Fixing 
There are three conditions under which price fixing is generally 
recognized to be essential: (1) when the government is to take 
all or nearly all of a given product, as in the case of wool in 
1918; (2) when a monopoly exists; (3) when a city is besieged. 
These are simple cases. The besieged city should take over all 
of the food supplies and ration the population. Since no food is 
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produced, fixed pric: stop production, A monopoly must 
be controlled. The ¢ nt must have power to take private 
property for pub 

Aside from the ons for price fixing that are enumer- 
ated above, there a iny other motives, some of which occasion- 
ally justify price fixir ost of which are fallacious and re- 
sult in public as well private injury. 

Prices may be fixed try to overcome the effects of inflation. 
They may be fixed t | the necessity for economy. They may 
be fixed to benefit s lass in the population. The reasons for 
wishing to benefit su may be because this class is in con- 
trol of the governmen because the government is afraid of it, 
or because votes are de |, or because of a desire to compel some 
one class to help th 

When governments a the réle of middleman in international 
trade, prices becon ternational question and may be fixed for 
corresponding reaso! here are many other motives, such as a 
desire to hold down p od so that wages will not rise, thus 
indirectly reducing the a nt that a government must borrow. 

Some Ob je ns to Price Fixing 

The popular demand for price fixing comes very largely from a 
desire to avoid the necessity of economy. The ordinary consumer 
believes that if prices fixed he can have more of the product, 
not realizing that, whatever the price, we can eat only as much 
as there is, and that a reduced price reduces the production of 
the product that was already short. 

In times of a short p or unusual demand the desire for price 
fixing is increased, but in times of a short crop the producers look 
for good prices to offset in part the low yield. The short crop of 
wheat in 1917 resulted in a fixed price. The total returns from 
winter wheat per acre planted divided by the index numbers for 
wholesale prices of all commodities give the next to the lowest re- 
turns for any one of the last twelve years (Table 7). Producers 
were disappointed with the low returns. High prices or compul- 
sion are necessary if a rt supply is to be made to last uniformly 
throughout the year. In 1917, the wheat crop was consumed 
much too rapidly early in the year (Table 3). 

The high cost of living in each generation promises to become a 
more difficult question. A correct understanding of the problem is, 


therefore, of more than passing importance. We have, doubtless, 


Some Purposes and Results of Price Fixing 235 


passed the point of maximum food production per hour of human 
labor. New inventions help, but in spite of them, every additional 
bushel is now a more expensive bushel. A machine that saves labor 
on the farm does not save as much human time as is often assumed, 
for someone must make the machine. Food is becoming fundamen- 
tally more expensive to produce in terms of human effort, because 
poorer land must be used and because, on the good land, produc- 
tion has reached the point of diminishing returns. If it were not 
necessary to increase the amount of food, inventions would reduce 
the amount of human effort required in food production. But the 
demand for more food calls for the use of land that must be re- 
claimed at great expense, and calls for more intensive methods on 
land now in use. It is of course possible, and perhaps probable, 
that improvements in manufacturing will take place so fast as to 
more than offset the increasing cost of food so that general well- 
being may continue to be improved. But food is almost certain to 
continue to call for a larger share of the workers’ income, if the 
population of the world continues to increase as it has done in 
the past fifty years. There are no more Iowas waiting for the 
plow. 

One of the great underlying factors in the present world con- 
flicts is the effort to place the blame for the pressure of popula- 
tion on food supply. We can no longer obtain the former supply 
of food with the same effort. Not knowing that this is due to the 
ratio of population to natural resources, each class believes that it 
is not receiving just treatment. The industrially minded believe 
that farmers are at fault, labor blames capital, farmers blame 
middlemen, consumers blame prices, nations blame each other. 

A fundamental objection to price fixing is that for every product 
there are more consumers than producers. Majority opinion on 
prices is therefore in grave danger of strangling any industry 
to which a price-fixing policy is applied. When discussing the de- 
sirability of increasing freight rates, a popular argument was that 
only a few persons would be benefited, whereas a great number of 
shippers and consumers would suffer. This point of view is practi- 
cally always presented in price-fixing discussions. Publishers and 
educators usually have the consumer’s point of view—except, of 
course, on their own wares. The cotton grower believes in a 
fixed price on wheat, but not on cotton. The newspaper believes 
in a fixed price on paper, but not on newspapers. Most price 
fixing is essentially class favoritism. If it continues long enough, 
first one class and then another may gain the ascendancy. 
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The food-control and price-fixing campaigns have magnified 
both the importance of food control and the injustices that exist. 
At the same time, t protecting power of the government has 
been magnified. In popular opinion the government is coming to 
have many of the attributes of the Deity. The government can 
raise wages, make products abundant and cheap to the consumer, 
and at the same time gi he producer cost plus. Since each class 
shares these hopes, each in turn will call on the government for help. 

Unfortunately the publicity campaigns in connection with price 
control have featur nstances of injustice and have led the 
public still further in its mistaken idea that high prices and food 
shortage are in gen due to the fact that the public is being 
“held up.” This leaves a bad state of mind for meeting the real 
problem. These sleading campaigns, exaggerating both the 
evils of the present sj nd the beneficial effects of food control, 
have led a large pro} ion of the population to believe that the 
producers and dealers in food are their natural enemies, that they 
are profiteers, and must be curbed by governmental action, or by 
more violent means if necessary 

An opposite and favorable effect has also resulted. The intense 
desire of the government to reduce food prices has led the con- 
sumers to have great confidence in government price control. In 
some instances, this | to the willing acceptances of just 
prices that might otherwise have been considered unjust, and has 
been a benefit. 

One of the effects of pi fixing is the impetus that it has 
given to the organiz of farmers. Formerly farmers have, in 
general, sold the results of their labor according to the law of sup- 
ply and demand. They have, therefore, not been organized. It 
may be good public policy to have farmers organized, but certain- 
ly it would be better if such organization could have a normal 
growth rather than a forced growth. 

Fixed prices stimulated the movement from farms to cities. In 
the year ending Feb: y 1, 1918, as shown by the State Census 
in New York, 21,430 persons left the farms to work in other in- 
dustries. This was a larger number than went for military service. 
Nor did they all go to war industries, The number who returned 
to farms during the year was 13,894. It is, of course, impossible 
to tell how much of 1 infavorable balance was due to fixed prices, 
but a very large part of it is certainly a result of price fixing. 

The movement to and from farms is always going on. A State 
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Census in New York in 1917 indicated that 46,367 sons of the 
present farm operators were working at some industry other than 
farming. There may soon come a time when the net movement will 
be to farms. Price fixing increased the movement to cities, delayed 
the turn of the tide, accentuated the maladjustment, and may make 
the return movement too violent when it does come. 


Price Fixing to Overcome the Effects of Inflated Currency 

Most of the arguments for price fixing of foods in this country 
were based on a desire to overcome the effect of inflation, or to keep 
prices of food from going up along with general prices. 

If the dollar were stabilized, most of the clamor for price fixing 
in this country could have been avoided. Most of the popular ar- 
guments for price fixing were efforts to bring everything back to 
the old dollar. 

Food prices and general commodity prices have on the average 
followed bank deposits, as is shown in Table 1. 


Taste 1.—INpeEx Numpers ror BANK Deposits ANp Prices 


Bank | Wholesale | Wholesale Average farm 
Year | deposits: | prices’ prices of | prices 30 farm 
foods products* 

Average 1910-1914 | 100 100 100 100 
1914 110 101 103 99 
1915 118 (4102 106 101 
1916 | 147 125 128 121 
1917 174 | 178 180 185 
1918 (pre-- 2012 | 1965 1835 1985 
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liminary ) 

1K. W. Kemmerer, American Economic Review, June 1918, p. 255. 

2 Report of Committee on War Finance of the American Economic Asso- 
ciation, Dec. 1918, p. 98. Recalculated to the five-year base. The figures are 
an average for Mar. 4, May 10, and June 29. 

3 Recalculated from Reports of the U. S. Bureau of Labor. 

Calculated from prices reported by the U. S. Department of Agriculture. 

5 Average for Mar., May, June, July, 1918. 


In 1917, the index figure for gold and gold certificates compared 
with 1910-14 stood at 185, bank deposits at 174, and food stood 
at 180. Bank deposits increased before the commodity prices 
increased, 

The index numbers for wholesale prices are much the same as 
they were during the Civil War as is shown by Table 2. 
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Taste 2.—INpEX NuMBeRS OF WHOLESALE Prices War ann Wortp War! 


Year Index nl Year | Index number 


1856-1860 | 1909-1913 100 
1861 95 1914 | 102 
1862 112 1915 | 103 
1863 1916 | 127 
1864 181 1917 180 
1865 1918 July | 204 
1866 8] 

1867 | 

1868 

1869 

1870 

1871 

1872 

1873 

1874 

1875 

1876 

1877 

1878 

1879 

1880 


On June 21, 1917, speaking before the Senate Committee on 
Agriculture, Mr. Hoover stated, “Altogether we face the amazing 
situation of the country producing a surplus of foodstuffs and 
paying the highest prices known to its history.’ 

According to th ‘ numbers of the United States Depart- 
ment of Labor, wholesale prices of food in June, 1917, stood at 
2 per cent above th lex price for all commodities.* 

Speaking at Harvard University, Mr. Hoover stated, “By our 
entry into the war we arrive at two issues: first, the issue we 
must have partially fronted in any event—the control of our 
food so as to ameliorats es, for unless we can do so, we must 
meet a raise of wages with all its vicious circle of social disruption 
at a time when maximum efficiency is vital to our safety; second, 
that we may also meet the increased demands of our allies that 
they may remain constant in the war.” 

An Associated Press report dated December 3, 1917, is as fol- 
lows: “As to the regulation of prices of all commodities by the 
government, Mr. H r said that either prices must be regu- 
lated or there must . continuous wage increase, and added: 

1 Recalculated from R t f the U. S. Department of Labor. 

2U. S. Food Adm tration Bulletin 2, p. 9. 

2U. S. Department of Labor, Monthly Labor Review, Vol. VII, No. 3, p. 


S. Food Admi sulletin 2, p. 13. 
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“In other words, wages must ascend according to the prices of 
the necessities of life. I mean by that that the high cost of living 
must stop or we must have a continuous ascending wage scale. A 
continuous increase in wages usually undermines national effi- 
ciency, and, of the two evils, it is evident that we must make an 
effort to regulate prices.” 

In December, wholesale prices of foods stood at 2 per cent above 
the general price level of all commodities. 

Presumably these statements represent the general point of 
view of the food-price-control policy in the United States. An- 
other motive, not so widely published but often referred to in 
private, was the fear of the foreign element in cities. 

Attempting to hold down food prices so as to prevent labor, or 
any other prices, from rising when the circulating medium is con- 
stantly being increased may, at times, be expedient but is funda- 
mentally unsound. It is an attempt to place the entire burden of 
inflation on one set of commodities. 


Some Effects of Price Fixing 

Fixed prices may be the same as the competitive price would 
be, or may be higher or lower than the competitive price. They 
have the corresponding effects, modified by the general psycho- 
logical effects that fixed prices have on producers and consumers. 

If prices are fixed at what the competitive price would be, the 
supply of the product will ordinarily be sufficient to meet the 
demand. 

If prices are fixed higher than the competitive price, produc- 
tion will ordinarily be unduly stimulated and consumption re- 
duced, with a consequent surplus. The government must then find 
a means of forcing consumption or accept a loss. No example 
of this has so far occurred in the field of agriculture. If the 
weather should be favorable and if the currency is not further 
inflated, it is probable that this may occur with wheat in 1919. 

If prices are fixed below the competitive price, consumption of 
the product must be limited or the supply will not meet the de- 
mand. The experience with wheat illustrates this law. 


Some Effects of Price Fixing as Illustrated by Wheat 


In the fall of 1917 the average farm price of wheat was reduced 
from $2.29 to $2.01.° Had prices not been fixed, it is probable 


5 U. S. Department of Agriculture Monthly Crop Report, Dec., 1917, p. 134. 
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been made that wheat would have been $5 and flour $30 if prices 
had not been fixed. A comparison of the prices of competing food 
products over a series of years shows no reason for expecting 
such prices. 


that the price w | have gone to $3. Press statements have 


When the price was reduced a portion of the public was pre- 
vented from eating wheat by patriotic appeal, but another por- 
tion began to eat wheat at an abnormal rate, so that the total 
consumption in the first part of the year was slightly more than in 
1916-17, when wheat was relatively higher compared with the 
prices of other f \n unduly large proportion of the year’s 
crop was consul! by February, and the year’s exports were 
low (Tables 3 and 4). It then became necessary to compel the 


use of wheat subst 


TaBle 3.—I CT! wp Export or Wueat Fiovr* 


July 1, 1916 July 1, 1917 
to to 
Feb, 1, 1917 Feb. 1, 1918 


Production, bart 41,264,981 43,481,057 
Exports, barrel , 8,495,100 9,640,400 


Difference, 32,769,881 33,840,657 


*U. S. Food Adn tration Bulletin 769, p. 7, and Bulletin 741, p. 6. 
TaBLe VHEAT AND WuHeat Frour Terms or WuHeat* 


July 1, 1916 to June 30, 1917 203,707,598 bushels 
July 1, 1917 to June 30, 1! 127,743,687 bushels 
Decrease ‘ 37 per cent 


’ U. S. Food Adm tion Bulletin 1375, p- 6. 


During the fall of 1917 urgent appeals were made to farmers 
to market their wheat more rapidly. Many newspapers contained 
sharp editorials condemning farmers for hoarding. The public 
was assured that Americans would not be rationed. The govern- 
ment report on March 1 indicated that only 17 per cent of the 
crop was on farms and the amount in elevators was extremely 
low.° It then became apparent that the crop had been marketed 
and consumed too rapidly. Consumers then turned to rye. The 


The highest price after the new crop was harvested was $2.29 on Aug. 1. ‘The 
price was $2.01 on D i, after prices were fully under control. The com- 
monly quoted $2.2 is for a particular grade of wheat in particular 
markets. It is not the price that farmers received. 

6 U. S. Department of Agriculture Monthly Crop Report, March, 1918, p. 21. 
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farm price of rye jumped from $1.75" in February to $2.35" in 
April. Rules were made requiring the substitution of other flours 
in place of rye and wheat and in June the farm price of rye 
dropped back to $1.88.’ 

When the price of wheat was fixed the first effect was to widen 
the spread between the farm price of wheat and the New York 
wholesale price of “Minnesota Patent” flour. Later the spread 
was reduced to about the same as it was in 1916 (Table 5). To 
determine the effect that this had on millers’ profits the price of 
bran and middlings would also have to be considered, as would 
the closeness of milling. 


Taste 5.—Dirrerence Between Farm Price or Wueat ann New Yorx 
Price or Fiovr* 


|Amount by which wholesale price of a barrel 
Year jof flour in New York exceeds farm price of 
|4.5 bushels of wheat 


1915 $1.73 

1916 1.86 
Jan.-July 1917 2.85 
Aug. .... 1917 3.00 
Sept. .... 1917 3.81 
Oct. .... 1917 3.22 
2.50 
Dec. .... 1917 2.46 
Jan.-May 1918 1.85 


* Prices of flour are from Bradstreet’s. Price of wheat from reports of 
the U. S. Department of Agriculture. 

The price of bran was fixed in the spring of 1918. The fixed 
price was ineffective in many cases. By combination sales and by 
mixing with other feeds, a price higher than the supposed price 
has often been charged. The distribution in different regions was 
also changed as a result of the fixed price. The actual cost to 
farmers was made very high in the East, but was slightly lowered 
in the Middle West. For the six New England States the average 
price paid by farmers on September 15, 1917, was $39.48. On 
September 15, 1918, when the price was supposed to be fixed, 
the prices paid averaged $48.58." At the same time the prices 
in many of the Middle Western states were lowered. The actual 
operation of the fixed price made it impossible for many farmers 
to obtain bran, and acted to the particular injury of New England. 

The fixed price of wheat when currency was constantly being 


7U. S. Department of Agriculture Monthly Crop Report, July, 1918, p. 82, 
8 Ibid., October, 1918, p. 131. 
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inflated and when the prices of other commodities were constantly 
rising resulted in nstantly decreasing purchasing power. The 
index number of purchasing power for the farm price of wheat 
was 132 in September, 1917, and 116 in June, 1918. A fixed 
price when general prices are rising not only results in a loss in 
holding wheat, but the shrinkage is also lost. 
Under such circumstances a fixed price may be expected to result 
in dumping the product on the market as soon as possible after 
harvest. 

The wheat mov n 1917 was rapid, but by no means as 
rapid as it would ha een had farmers been sure that the price 
was really to rema Many farmers believed that by some 
means a higher pl would later be obtained. By the fall of 
1918 the fact that the price was to remain fixed was understood, 
and the wheat mo nt from July 1 to December 14 was greater 
than ever befor urred in the same period. The marketing 
would have been faster, but in many cases the movement 


from farms was stopped either by refusal to furnish cars or by 
the refusal of the elevators to buy. 


purchasing power by 


6.—Wueat Movement Jury to December, 1918* 


Year 
1910 
1911 
1912 
1913 
1914 
1915 
1916 
1917 651 
1918 917 


Movement July to December 


*The dates in De vary from 11 to 17 in different years. Figures 


for production are from the U. S. Department of Agriculture. The wheat 
movement is from Bradstreet’s 


The Weekly News Letter of the U. S. Department of Agriculture, Jan. 8, 
1919, p. 3, states that up to Nov. 29, the total amount sold from farms was 


588 million bushels, but much of this apparently had not reached the chan- 
nels from which Bradstreet’s reports are made. 


When the price received is compared with the index numbers 
for wholesale prices, the fixed price of wheat in 1917 resulted in 
paying farmers less per acre of winter wheat planted than had 
been paid for any crop since 1906, except for the crop of 1912 
(Table 7). The fixed price gave the average acre of winter wheat 
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planted for the 1917 crop a purchasing power of only 88 per cent 
of the five-year average before the war. 


Taste 7.—Prices INpEX NuMBERS OF THE PURCHASING PoweR 
or Winter WHeat* 

Purchasing power 


Crop year | Price Dec. 1} Per acre 

Per bushel harvested planted 
1910-1914 87.7 cents | 100 100 100 
1913 82.9 92 94 98 
1914 98.6 111 130 140 
1915 94.7 101 101 110 
1916 162.7 125 106 104 
1917 202.9 125 117 88 


1918 206.7 111 104 100 


*In preparing this table the value of the crop produced was divided by 
the acres planted to determine the value produced per acre planted. The 
resulting figures were divided by the index number for wholesale prices of 
all commodities to get the purchasing power per acre planted. Other results 
were similarly calculated. For 1918 the index number for all commodities 
was taken for Sept. 1, as the Dec. 1 figure is not available. It is not possible 
to make a similar table for spring wheat because the area abandoned is not 
reported. 


The actual price, the purchasing power per acre planted, and 
the purchasing power per acre harvested all influence later plant- 
ing. But, in general, the returns per acre planted are most signi- 
ficant. The good returns in 1914 resulted in a great increase in 
acreage. The yield per acre was also high. The price was there- 
fore disappointing and the acreage dropped back nearer to the 
normal. The crop of 1916 sold for a higher price but the yield 
was poor so that the acreage planted for 1917 increased but did 
not reach the record acreage of 1915. The acreage for 1918 was 
influenced by two factors. The returns were not so good as for- 
merly but a patriotic appeal for planting 47 million acres was 
made. The actual planting was 42 million acres, about the same 
as in 1914. The better production in 1918 made the fixed price a 
much better price per acre planted than the same price was in 
1917. The crop of 1918 had a purchasing power per acre planted 
as good as the five-year average before the war, and gave a little 
better than average returns per acre harvested. This might have 
been expected to result in an increase in planting over the area 
planted for 1918. Two other factors contributed to the increased 
acreage for 1919. Many persons believed that the war would 
stop and that the prices of other grains would drop. A patriotic 
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appeal was made for planting 45 to 47 million acres. The result 
was a planting of 49 million acres. 

The net result seems to have been about as follows. The fixed 
price resulted in a very poor net return to farmers for the effort 
expended in raising winter wheat in 1917, a smaller acreage in 
1918 than would have been raised had prices not been fixed, and a 
greatly increased acreage for the crop of 1919. 

Apparently the fixed prices reduced the amount that farmers 
received in 1! by 300 to 500 millions of dollars. If the weather 
is normal or better, it is possible that the federal treasury or the 
consumers will be called on to return this in 1919. The fixed 
price also resulted in the consumption of wheat in the first part 
of the year, and the eating of its substitutes in the last part of 
the year. every way the fixed price has resulted as would 
have been 


Fixed Prices for Storage Eggs 


The fixed price at which cold-storage eggs could be sold pre- 
vented fresh eggs from rising in price in the winter of 1917-18 
as much as they would have done in keeping pace with currency 


inflation, and with the advance of the season. 

The purchasing power of eggs compared with the four-year 
average for the same months before the war stood at 101 in June, 
1917. In December it dropped to 78. At the same time feeds were 
high. The purchasing power of corn stood at 122. The result was 
an excessive irketing of hens. The effect in New York State 
was shown by the State Census. Hens decreased from 10,738,960 
on April 21, 1917, to 8,907,644 on February 1, 1918. 

To stop the slaughter of hens, the Food Administration made 
a rule prohibiting their sale. However, such a rule could not 
compel the raising of chickens. It seems probable that the price 
of eggs to consumers in the winter of 1918-19 and 1919-20 may 
more than offset the saving in 1917-18. Such violent fluctuations 
in profits are often followed by equally violent reactions. It is 
possible that the next effect will be the raising of too many 
chickens in 1919 and consequent over-production of eggs in the 
spring of 1920 


Other Farm Products 


Space forbids discussion of other farm products. The point at 
which prices were fixed was largely a matter of accident as to who 
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was on the committee that fixed prices. The fixed price of wool 
(July, 1918) still left it the highest priced farm product. Com- 
pared with the four-year average before the war it had a purchas- 
ing power of 165. Wheat (December, 1917) had a purchasing 
power of 131, but owing to the poor yield this price had a low 
purchasing power per acre planted. Iron (December, 1917) had 
a purchasing power of 121, copper 89, eggs 78, butter 80. The 
prices of cotton with a purchasing power of 127 and cottonseed 
170 (December, 1917) were not fixed. 

Agriculture, as well as the city, has cases of fixed income and 
increasing costs. For example, horses are raised on high-priced 
feed and sold at prices actually lower than before the war. In 
general, the producers of products that have a purchasing power 
much below 100 have not been well enough satisfied to maintain 
their normal production. The farm values of the following pro- 
ducts were among those that had a purchasing power of less than 
before the war: beef cattle, veal calves, milk, butter, chickens, 
eggs, potatoes, and onions. Among the products with a purchasing 
power higher than before the war were wool, sheep, cotton, grains, 
and hogs. Monthly prices for thirty products were shown by 
curves but there is not room to reproduce these. It is expected 
that they will be published elsewhere. 


THE POSSIBILITIES OF PRICE FIXING IN TIME OF 
PEACE 
By T. N. Carver 
Harvard University 
I 


Paralle! path of progress from autocracy to democ- 
racy lies another path which leads from authority to liberty, 
from coercio! persuasion, from getting things done by appeal- 
ing to fear to getting them done by appealing to hope, from a 
condition under which every one does what he is commanded to 

in authority to a condition under which he does 


what he is persuaded voluntarily to do by some free citizen with 
no more au ty than himself. 


do by som 


A state of war puts us back several stages in both paths of 
progress Jemocracy must temporarily give way to something 
closely resembling autocracy. Macaulay said long ago that an 
army might succeed under a rather poor general, but that no army 
ever succeeded under a debating society. In the civil government 
as well as y, discussion and legislation are suspended or 
become mo less perfunctory, while administration becomes 
more active and more peremptory. Similarly, and for the same 
reasons, We al t back in the other path of progress. Volun- 
tary agreement largely gives way to authoritative control; men 
do less what they agree to do and more what they are told to do; 
they have less room to consider what line of action will bring them 
the largest rewards and are compelled to consider more and more 
what lines of action will keep them free from the danger of pun- 
ishment; they make their enconomic adjustments less and less on 
the basis of voluntary agreement with other free citizens; they 
find these adjustments made for them more and more by some one 
who is in a position of authority over them and who has power 
to inflict p shment upon them if they do not submit. 

These two paths lie so closely parallel as sometimes to deceive 
us into thinking that they are one and the same. They are quite 
different, however, as shown by the fact that it is quite possible 
to have liberty without democracy, and democracy without liberty. 
In the Cana] Zone under Colonel Goethals, there was a great deal 
of liberty without any democracy whatever, though some have 
made the mistake of thinking that because his rule was so mild it 
was therefore very democratic. In Russia today, there is a great 
deal of democracy with very little liberty, though some have 


Possibilities of Price Fixing in Time of Peace 247 


thought that, because there is so little liberty, there can not, 
therefore, be very much democracy. Nothing is more democratic 
than a lynching bee, where nothing impedes the will of the major- 
ity, but there is very little liberty for the individual. Its method 
is compulsion rather than persuasion; it appeals to fear rather 
than to hope; it inaugurates a regime of illiberalism rather than 
of liberalism, and yet it is as democratic as anything can well be. 

Even under a permanent government the same distinction holds 
good, A democracy way be illiberal as well as liberal, and an 
autocracy may be liberal as well as illiberal, though, as a general 
rule, one expects to find autocracy and illiberalism linked together 
and democracy and liberalism progressing side by side. 

A general policy of price fixing, however democratic the gov- 
ernment that adopts it, is an illiberal rather than a liberal policy. 
It involves an extension of the field of authority and compulsion, 
and a restriction of the field of persuasion and voluntary agree- 
ment. 


For centuries before 1776, mediaeval governments were trying 
to fix prices. Much of the economic discussion among the pre- 
cursors of Adam Smith was concerned with the question of 


justum pretium or just price. What is a just price and how can 
it be determined? was a great economic problem of those times 
when governments were directing everybody in all the affairs of life. 

The great liberal movement of the latter part of the eighteenth 
century and the early nineteenth century swept all these errors 
away, and aroused trust in the people so that they began to ar- 
range these matters for themselves in the free atmosphere of the 
open market. This liberating of enterprise and industry from the 
hampering influence of groups of office holders, anxious to enlarge 
their authority, was followed by the greatest burst of prosperity 
that the world has ever known. If we adopt a general, undiscrim- 
inating policy of price fixing as a part of a permanent peace pro- 
gram, we shall be going backward rather than forward; we shall 
be returning to a regime of authority and compulsion rather than 


going forward toward a regime of voluntary agreement among 
free citizens. 


II 
Lest the foregoing be interpreted as a general, undiscriminating 
advocacy of a laissez-faire policy, I hasten to disclaim any 
such intention. Competition is only one among a number of methods 
of holding the individual to some kind of standard of perform- 
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ance, but among those methods it is, in a certain class of cases, 
the most satisf ry and efficient. No individual is good enough, 
wise enough, industrious enough, or public-spirited enough, to be 
left entirely lf to decide how much service or how good 
service he shall render, and how much service or how high a price 
he shall exact in return. The man who imagines that he is respon- 
sible only to God is pretty certain to be the servant of the devil. 
How to enforce responsibility to his fellow men is the largest ques- 
tion in the wl field of social control. The question of price fix- 
ing by government authority as against price determination by 
voluntary adjustment on the open market, needs to be discussed, 
not as though it stood alone, but as a part of the larger problem 
of enforcing individual responsibility, of exacting a good service 
from him for others, and for him from others. 

The two recognized agencies for holding the individual to a 
standard of performance in production or service are his competi- 
tors and his government. His competitors are all those who offer 
a product or a service which is an equivalent of, or an effective 
substitute for, his own. His government, if it is not a mere ab- 
straction, consists of men or women who have been elected or ap- 
pointed to office. Whether the individual can be held more effec- 
tively to a proper standard of performance for a proper reward by 
his competitors or by the office holders who are elected or ap- 
pointed over him, is the real question. The answer will depend 
upon the circumstances of time and place. 

If there are real competitors present to hold him in check, that 
is, if those to whom he offers his product or his service have the 
alternative of accepting it or another of the same kind offered by 
some one else, there is a very effective check upon his rapacity. 
Where there is no competitor handy, that is, where those to whom 
he makes the offer have no alternative but to accept his terms or 
do without the product or the service which he offers, there is no 
very effective check upon his rapacity, and it may be necessary 
to fall back upon the office holder. Where there are competitors 
handy, they provide a rather more effective check, and at a 
lower cost, t! fice holders could provide. 

The mere matter of cost, while not the most important consid- 
eration, is one of sufficient importance to be a decisive factor in 
some cases. Instead of maintaining a gang of office holders to 
hold the individual in check, to enforce a high standard of service 
on his part, and to limit the price which he can charge, it would 
sometimes be better to set those office holders to work competing 
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with him. This would compel him to give good service at moderate 
cost, and would, besides, add to the total amount of service ren- 
dered. In case, however, there is no possibility of setting them or 
any others to work competing with the rapacious individual, this 
remedy is not available, and it may be better to elect or appoint 
them to some office where they can regulate him. 

Even in the case of a monopoly, if it supplies a luxury rather 
than a necessary, the case of the consumer is not so very desperate. 
It is true that his only alternative is to take the luxury at the 
price offered or to leave it, still his is not a very severe alterna- 
tive. He ought not to buy the luxury anyway. If the rapacious 
monopolist, rather than the moral leader, is the means of getting 
the consumer to do what he ought to do, that is, to refrain from 
consuming that which he ought not to consume, I do not know 
that we need to support a lot of government officials to suppress 
the monopolist in order to enable the consumer to consume at a 
low price that which he ought not to consume at all. We may 
agree that the monopolist ought not to get a high price for some- 
thing which the consumer ought not to buy, but price fixing does 
not seem to be the obvious or the natural remedy. Something at 
least could be said for the prohibition of the luxury as against fix- 
ing its price. 

Luxuries, however, shade off into necessaries. In the case of 
an article which is of the nature of a necessary, but one whose 
absence would make very little difference to us, a very delicate 
question in the balance of nature is presented. If the price is too 
high, we can refuse to purchase it, with some inconvenience but 
with no great hardship, either because there are many good sub- 
stitutes, or because we do not care much for it anyway. In such 
a case, the price which even a monopoly could charge would not be 
very much above a just price. Let us grant that there would be 
an element of monopoly profit in the price, and that monopoly 
profit in any form is unjust and odious. Nevertheless, we would 
have to consider as rational beings whether it would cost more to 
pay the extra price than to support a group of office holders to 
repress the monopoly or fix the prices of its product. A large 
number or office holders interfering with us and exercising author- 
ity over us is also undesirable, not to say odious. It is a question 
of the choice of two evils. 

There are cases, however, where the articles or the services 
offered for sale are such obvious necessaries that we are almost 
compelled to buy them. If they are offered for sale by a monopoly, 
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tive is to take them at the price offered or to 


ternative does not provide us with a real remedy. 


1 case becomes a means of extortion. One 
provided: (1) give the buyer a real alter- 
in opportunity to buy the same or an 
rvice of some one else—in other words, 
or (2) delegate to some office holder the 
or threaten to use force, to compel the 
a fair price. 

‘pensive remedy but it may be the only one. It 
office holder and his staff are withdrawn 
luction. The total production of the na- 
nount which would have been produced if 
iained at work. Again, the fact that office 
to fix prices and rates introduces a new 
This sets a certain number of men to talking 
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il energy is withdrawn from production 
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ght conceivably be thus used up, and the 
so much reduced, as to leave the people less 
iced price than they would have been to pay 
is, however, is a chance which we must take, 
bear. It is merely another illustration of 
it everything we get has to be paid for. 
pare the value of a service, even when per- 

der, with the cost of having it performed. 


is one which will secure a balance between 
mption. It should be high enough to induce 
1s much as consumers are willing to buy at 
otherwise, it should be low enough to induce 
nuch as producers are willing to produce at 
price higher than this is to induce produc- 
han consumers are willing to buy, leaving un- 
rt of the produce of industry. To fix a price 
librium price is to induce consumers to try 
produced, leaving some of them with none 
ce for something which they can not get at 
rium price is the price which a price-fixing 
pelled to seek. To fix any other price would 


Possibilities of Price Fixing in Time of Peace 251 


either leave some producers with a product on their hands which 
they could not sell, or prevent some consumers from getting some- 
thing for which they were perfectly willing and able to pay. To 
prevent the first result, the board would have to be prepared to 
buy the surplus product of the producers. To prevent the second, 
it would have to be prepared to ration the consumers. 

This equilibrium price which balances marginal utilities and 
marginal costs is the ideally just price because it is the price 
which secures for the whole community, made up alike of producers 
and consumers, the maximum surplus of utility over the disutility 
or cost. Any other price would perceptibly reduce this surplus, as 
could be easily illustrated by the use of the well-known utility 
and cost curves if such illustration were needed. This equilibrium 
price is precisely the price which competition on a free and open 
market tends to establish. If the price is so high that consumers 
will not buy the whole product, those producers who are in danger 
of having their products left on their hands will cut the price. 
If it is so low that consumers will try to buy more than there is 
to be had, some of them are certain to bid higher. An equilibrium 
price is not only the theoretically just price; it is the price which 
tends to establish itself on the free and open market. 

A price-fixing board must either fix the same price as would be 
established by the forces of the market, in which case its work 
would be superfluous, or it must fix a different price. If it fixes 
a different price it will be wrong unless it can show that the market 
is not free and open and that therefore the equilibrium price could 
not be established without its intervention. To the objection that 
markets are seldom perfectly adjusted, the reply may be made 
that price-fixing boards are seldom omniscient, and those that are 
omniscient are seldom perfectly free from bias, prejudice, or sel- 
fishness. Unless it can be shown that the competitive processes are 
interfered with so as to prevent individuals from producing a 
given commodity and seeking the price which is offered for it, we 
must assume that the price will tend toward the just level. That 
is, if it is temporarily too high, or higher than necessary to induce 
a sufficient production, it will attract other producers, increase 
the supply and force the price downward. If it is not high 
enough, it will discourage production, reduce the supply, and 
force the price upward. No price-fixing board, even if endowed 
with omniscience, could possibly improve upon this as a method of 
price fixing. There is danger that it may think that it can, in 
which case it is absolutely certain to make a nuisance of itself. 


PRICE-FIXING POLICIES OF THE FOOD ADMINISTRA- 
TION 


By Lewis Gray 
rge Peabody College for Teachers 


The short career of the Food Administration has resulted in 
revolutionizing, at least temporarily, the methods of marketing 
food produ n the United States. Perhaps few economists who 
have not followed the bewildering succession of regulations, rul- 
ings, amendments, and substitutions which have succeeded one an- 
other fy day to day, realize what a profound transformation 
has been worked in the nation’s methods of carrying on the great 
business food distribution. The price-fixing policies of the 
Food Adi ition have constituted striking experiments in a 
field heretofore confined largely to theory.’ 

At tl utset it is important to make a distinction between 
basic p1 fixing and the regulation of prices by the control of 
margins. By the former is meant the actual fixing of price at 
any point in the line of distribution. Such a policy has a funda- 
mental influence on the prices for which the commodity will be 
bought and | at the various steps both preceding and succeed- 
ing the p .t which price control is exercised. It is also clear 
that it t to suspend to a considerable degree the influence of 
supply | demand on price, though not suspending the influence 
of pric pply and demand—a suspension that will be abso- 
lute at the point of price fixation, becoming less influential as the 
transaction is farther removed in the line of distribution from 
that pou 

It is .t merely fixing maximum margins for the several 
dealers ngage in the work of distribution may exercise some 
influence the prices at which the product will be sold at the 
several é f its movement; but the effect of this influence in 
restricting supply and demand ordinarily will be less weighty than 
that of | price fixing. 

Only in regard to a few classes of commodities has the Food 
Administration attempted to fix basic prices which suspend the 

1The vw | considerable opportunity to follow the development of 
the price-f g licies of the Food Administration and, locally, at least, to 
observe the msequences. He has been Chairman of the Price-In- 


terpreting | | for the city of Nashville and has had charge of this work 
for 
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direct influence of supply and demand on prices. Although the 
last mentioned kind of policy may be regarded as exceptional, 
rather than characteristic, in relation to the general aims of the 
Food Administration, it has attracted more attention and is bet- 
ter understood by the public than the more generally employed, 
though less radical, policy of controlling margins. Therefore, 
with the exception of a brief summary of the policy of basic price 
fixing, the greater part of the descriptive portion of this paper is 
devoted to the policies regulating margins. 


Basic Price Fixing 

Wheat is the only commodity of which the basic price has been 
determined absolutely and arbitrarily by government authority, 
although in several other instances, hereafter considered, basic 
prices have been established by agreements effected by the Food 
Administration with various agencies of production. 

This exceptional policy with regard to wheat was especially 
provided for by Congress in the Food Control Act, the require- 
ments of which are sufficiently familiar. In accordance with this 
enactment, the President, acting on the recommendation of the 
Food Administration, proclaimed a minimum price of $2.20 for 
number one northern wheat, Chicago basis. On this basic price a 
series of differentials was worked out for the various classes and 
grades and for the different primary and distributive centers of 
the United States. These prices have been extended to local mar- 
kets by the subtraction or addition of the cost of shipment to or 
from the nearest large center, according to whether the locality 
is a surplus market or a deficit market for wheat.’ 

One important aspect of the policy has been that although de- 
signed originally to establish only a minimum price, it has actu- 
ally resulted in the establishment of both a minimum and a maxi- 
mum price, which are the same—that is, a practically invariable 
price. The necessity for this has arisen partly from the determi- 
nation to prevent profiteering and partly from the fact that the 
complicated series of regulations with respect to the prices of 
wheat and the products thereof throughout the various stages of 
progress from producer to consumer made changes in the basic 
price difficult. For, not only has the Food Administration speci- 
fied the exact margins that may be received by millers and dealers 

2 The basic price was subsequently changed to $2.26 on account of increase of 


freight rates, but in spite of continual political pressure, no further increase 
has been conceded. 
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tant service in the manufacture and distribution 
1t products under various circumstances, but 
of these regulations it has been the policy of 
to work out fair price schedules for each mill, 
tability has been accomplished in several ways— 
judicial exercise of the enormous purchasing 
1in Corporation; partly by requesting the millers 
than the minimum price for grain, at the same 
rebuy from the millers at a fair price all grain 
ie event that the market was flooded by imports 
the war. 


ted, the policy of basic price fixing has been ex- 


yond the specific authorization by Congress—but un- 
I y 


nformity with the spirit of the Food Control Act— 
igreements effected by the Food Administration 


sugar, the government had little power to fix 
lucer of the raw commodity, for a large part of 
ipply is obtained by importation, and prices for 
duct are largely based on the price of the portion 


of the supply which is imported.* However, although the ar- 
the beet sugar factories, the Cuban and Louisi- 
es, and the sugar refiners have been made mat- 
eement, the Food Administration has the power to regu- 

n received for manufacture except in the case of 
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\ in producers are concerned.° 
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was free to control the prices asked by refiners and 
t dealers by virtue of the authority to prevent excessive 


['rade,” address delivered by Herbert Hoover at the 

es of the grain trade of the United States with the 

iin Corporation, New York, April 30 to May 1, 1918. 

greements concerning sugar were so fully set forth by 

in a recent article that the present writer considers 

t them. See Quarterly Journal of Economics, Aug., 1918. 

fact that contracts for the purchase of cane are based 
g directly with the price of sugar. 
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margins of profit. The result of the exercise of these powers has 
been the same as in the case of wheat. Practically unvarying 
prices have been established with differentials for costs of trans- 
portation from refinery or import centers to different centers of 
distribution, and fixed margins of profits for the various dealers 
in the trade. These prices have been changed only under authori- 
zation of the Food Administration. In consequence the retail 
price of sugar throughout the United States during the past year 
has been established at about 9 to 10 cents a pound, a price that 
has not been seriously affected by the extreme variations in supply 
that have occurred during that period. 

A further extension of the policy of price-fixing by agreement 
has recently been made in respect to certain packing-house pro- 
ducts. On August 16, 1918, the Food Administration held a con- 
ference with some forty packers who receive allotments of gov- 
ernment export business. A schedule of prices for hams, bacon, 
and lard was agreed upon. Since the important packers of the 
country are included in the agreement, it is certain that the agreed 
prices will at least constitute a maximum which may not be ex- 
ceeded by other packers.°® 

The effect of these agreements for the fixing of prices on manu- 
factured food products is indirectly and within broad limits to 
determine prices paid to farmers—as, for instance, the prices of 
sugar beets and hogs. In the case of rice, however, the Adminis- 
tration has gone one step farther and effected an agreement as to 
the prices to be paid by rice mills to farmers. A less extreme 
proceeding is the agreements concerning the prices of prunes and 
raisins effected with the growers’ organizations. 


The Control of Dealers’ Margins 


The regulation of dealers’ margins is based on the clause in 
section four of the Food Control Act whereby it is declared un- 
lawful to “make any unjust or unreasonable rate or charge.” 
The Food Administration has amplified this dictum by forbid- 
ding licensees to impose any “unjust, exorbitant, unreasonable, 


6 Circular letter 6-H-816, August 23, 1918. This arrangement has been re- 
voked since the present paper was prepared. 

Temporary agreements have also been effected with large dealers in cold 
storage eggs and poultry. Such an agreement effective in the large centers 
of distribution was arranged to continue until the spring of 1918. W. F. Gep- 
hart, “Perishable Produce under Food Regulation,” Quarterly Journal of Eco- 
nomics, Aug., 1918, p. 625. 


on 
ut 
of 

ll. 

g 
Ts 
ne 

in 

ts 

x- 

n- 
on 

x 

of 

or 
on 

r- 
si- 
t- 

u- 

of 

he 

or 

he 
nd 

ve 

he 

he 

18. 

by 

ers 

18. | 
bed 


956 merican Economic Association 


discriminatory, or unfair commission, profit, or storage charge.” 


A con ral body of rules, both general and specific, for 
the definition of fair margin has been developed. These rules are 
unique bot their character and effect. 

The general principle first adopted was that a margin is limited 
to a “reasonable advance over the actual purchase price of the 
particular goods sold without regard to market or replacement 
value.” This rule was subsequently modified so that “purchase 
price” read “‘average purchase price of all lots of the same grade 
and size of the same commodity in his possession or invoiced to 
him, not contrat to be sold.’ This modification has to do 
with the determination of the basic price to which the “reasonable 
margin is to be added.” 

Conside le progress has been made in determining the mean- 
“Purchase price” is not 
used in the lit sense of the net invoice price of the goods, but 
includes freight to the public railway terminal in the dealer’s own 
town. When the dealer operates several branches, the “purchase 

figured separately for each branch.’® For butter, 

iltry, when placed in cold storage, the “purchase 

includes original buying price, transportation 

charges, storage charges, insurance charges, interest on the money 

invested at the current rates, during the period of storage, and 

actual cost of printing when butter is put in print form from 
tubs or cubes 

Since it clearly impossible for the dealer to calculate sepa- 


the purchase price of each particular lot of goods added 


ing of the “average purchase price. 


rately 
to his stock and keep the same distinct as a basis of determining 
fair prices, he is allowed the alternative of averaging the “pur- 
; goods of the same kind and grade. In the case 
of cold storage commodities only the goods placed in storage 
during a period of one month may be averaged. It is left op- 
tional with the dealer whether he shall average the “purchase 
price” of different brands that are of the same grade and size.” 


] 


chase pi it 


General License Regulations, I-A-3. 

8 Mavi Ml ns on Sales by Wholesalers to (1) Retailers, (2) Importers 
of Bean 3) Merchandise Brokers, April 6, 1918. 

Specia Regulations, XI-A-S. 

10 Speci Regulations, XI-A-5-Note, and XI-A-5 a. 

11 Special Rules 1 Regulations Governing Dealers in Cold Storage Eggs 
and Frozen 1 effective March 2, 1918; Special Regulations Governing 
Manufactu ] ers, Brokers, and Commission Merchants in Butter, July 
19, 1918 

12 Special License Regulations, XI-A-5-and note. 
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In effecting the average, the “purchase price” of each lot bought 
is weighted according to the quantity, and the average purchase 
price of all goods on hand, weighted according to the quantity, 
is averaged with the purchase price of new lots similarly weighted. 
It will be obvious that so long as the average is honestly ef- 
fected it can not be used to increase the dealer’s margin of profit 
provided the dealer observes the rules respecting the margin of 
profit. If, for instance, his margin per barrel is 50 cents, he 
would make the same gross profit whether he averaged or did not 
average the several lots. However, averaging will affect the level 
of price at which he sells, and his decision to average or not to 
average is likely to be determined by the state of the market and 
the policy of his competitors. However, in the case of butter, 
eggs, and poultry placed in cold storage, if the dealer averages 
any of the commodity put in cold storage during a given month, 
he must average all of the commodity placed in storage during 
that month.”® 
When no specific margin has been laid down by the Food Ad- 
ministration, the standard of reasonableness is the profit which 
the “dealer customarily enjoyed on the same commodity in the 
prewar period on an even market under freely competitive condi- 
4 Indeed, in theory this standard is applicable even when 
the maximum is specified. It was expressly stated that even the 


maximum margins specified by the Food Administration should be 


tions. 


regarded as “guides only,” and should not be considered to limit 
the general principle that the advance must be reasonable in re- 
lation to the customary prewar profit of the individual. In the 
very next sentence, however, it is asserted that “high margins, 
even if customary during prewar period, are not justifiable now.”””” 

The confusion is evident. If the reasonable margin is the cus- 
tomary margin enjoyed by the particular individual in the pre- 
war period, but an unreasonable margin in the prewar period may 
not be taken as a point of departure, we are thrown back on the 
problem of determining what was reasonable in the prewar period. 
In the next paragraph of the same document from which the 
above excerpts are quoted, an attempt is made to mect this diffi- 
culty by the assertion that “the reasonable margin for any par- 
ticular dealer depends upon his cost of operation.” Cost of oper- 


13 Special License Regulations, XX; Special Regulations Governing Whole- 
salers, Retailers, and All Other Dealers in Cold Storage Eqgs, July 23, 1918. 
14 Maximum Margins on Sales by Wholesalers to Retailers, etc., April 6, 1918. 


15 Ibid, 
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ation refers not to the general cost of operation but to the costs 
assignable to the sale of the particular class of commodity, 
Moreover, it undoubtedly indicates present cost, and not cost 
in the prewar period, 

It will be clear that only a little progress has been made in de- 
termining what is a reasonable margin, for, assuming that the 
costs of operation have been properly allocated to the particular 
class of commodity under consideration—a difficult accounting 
problem and one which the Food Administration has frankly re- 
frained from undertaking'*—no criterion has been furnished by 
which to determine how much net profit the dealer should be al- 
lowed on the particular commodity. 

There are evidences that it was intended to use the total net 
profit of the business in relation to the net profit for the prewar 
business as a means of deciding the question of “reasonable ad- 
vances.” In fact, the monthly reports which licensees were re- 
quired to make until May 1, 1918, included the data necessary to 
determine the actual net profit of the business as a whole, as well 
as the margins on specific lots of commodities sold. It is appar- 
ent, however, that this would be a difficult standard to apply, and 
it is certain that little effort was made to apply it. So far as the 
writer knows, the expression “prewar period” has not been specifi- 
cally interpreted. We do not know whether it refers to a single 
year or a group of years. If a business was operated at a loss in 
the prewar period, there is no reason why its losses should be 
perpetuated. On the other hand, as we have noted, the Food Ad- 
ministration has specifically declared that “high margins, even if 
customary during the prewar period, are not justifiable now.” 

The preceding analysis of the theoretical standards of fair 
price developed by the Food Administration may suggest a vacil- 
lating and confused mode of application. As a matter of fact, 
however, this has not been true. The accuracy of definition and 
definiteness of formulation requisite for rate regulation in peace 
times under the constant tests of the courts have not been neces- 


16 “Neither, the Food Administration nor any other branch of the govern- 
ment has prescribed uniform cost accounting systems for either wholesale or 
retail food distributors. The government has not, therefore, indicated how the 
licensee, in dealing with a commodity covered by the reasonable profit rule, 
shall dispose of cartage, interest, or other special charges; but it does ex- 
pressly forbid the employment of such charges with the purpose, or with the 
effect, of increasing the licensee’s profit above his own reasonable prewar 
level.” Special License Regulations, XI-A-5-Note. 
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sary during the present emergency. On the one hand, there has 
been little disposition on the part of dealers to dispute the poli- 
cies and decisions of the Administration; on the other hand, the 
Administration has been liberal in the enforcement of its policies. 
In general, it has been found impossible to deal with each indi- 
vidual on the basis of the status of his present business in rela- 
tion to the prewar business. As a matter of fact, it appears that 
the Washington authorities were swamped with the monthly re- 
ports, and found it impossible to give them all the minute exami- 
nation that was requisite to apply closely the theoretical standard 
of fair profit, not to mention the even greater difficulty of de- 
termining the prewar status of the business. Indeed, the con- 
gestion became so great that after May 1, 1918, the Administra- 
tion abandoned the policy of requiring the detailed monthly re- 
ports from licensees.** 

As a matter of fact, the Food Administration has developed 
specific maximum margins for the majority of the licensed com- 
modities. ‘These margins are determined largely according to the 
prewar standards customary in the trade. Little effort appears 
to have been made to compel the individual dealer to sell at a 
margin less than the maximum specific margin, irrespective of the 
relation of his present profits to his prewar profits. In general, 
only failure to abide by this maximum has been considered as 
“prima facie evidence” of a violation of the regulation governing 
fair profits. Consequently the regulations, as enforced, are not 
based on the net profit of the sale of a particular class of goods 
by the individual dealer, and they have an even more remote re- 
lationship to the net profit of the individual business as a whole. 

With a few exceptions, specific margins for each class of whole- 
sale dealer have been developed for wholesale dealers in practically 
all kinds of food commodities. Among the exceptions are fresh 
vegetables and fruits, live poultry, fresh meats, and fresh eggs. 
Margins have been fixed for dressed poultry, eggs, and butter, in 
cold storage, and, by a recent ruling, for fresh butter. Manufac- 
turers’ margins also have been fixed in the case of a number of 
important commodities, including the principal mill products and 
sugar. Cold storage warehousemen are required to report their 
rates for storage to the Food Administration, and changes can 
be made only by obtaining the consent of the authorities. 

The Food Administration looks askance at discrimination in 


17 Circular letter, 6-H-612, June 12, 1918. 
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price as between individual customers. Usually, when maximum 
margins are specified, no distinction is made between credit and 
cash sales. Even when the reason for discrimination is due to 
the size of the order, discrimination is likely to be regarded as 
unreasonab! However, such discrimination is permitted in the 
case of si commodities. Thus, on mill products the margin 
varies according to whether the sale is in car lots, ton lots but 
less than car lots, or less than ton lots. It is probable that this 
makes possible considerable evasion through breaking up large 
orders into small units. For non-perishable groceries there is 
usually no variation in margin according to the amount sold, ex- 
cept that when original packages are broken the licensee is al- 
lowed the actual cost of repacking, not exceeding 5 per cent.” 
The fixing of maximum margins would be of no effect as a regu- 
lative measure if dealers were left free to buy and sell the same 
commodity as many times as they pleased, for it would be easy to 
gain the speculative advantages of a rising market by selling to 
a colleague or confederate, or by selling and repurchasing at the 
selling price for subsequent resale. The Food Administration has 


attempted to prevent this evasion of its maximum margins by a 


series of regulations based on the cardinal principle that com- 
modities must be kept “moving to the consumer in as direct a line 
as practicable and without unreasonable delay.””* 

However, there are a number of circumstances under which it is 
necessary for one distributor to resell to another dealer of the 
same rank in the line of distribution. The main principles in- 
volved in this aspect of food control may be illustrated by the 
general rules governing resales of non-perishable groceries.”” The 
Food Administration recognizes several kinds of transactions in 
which a resale may result in a total margin of profit for both 
sales exceeding the maximum allowed for one sale. For example, 
a wholesaler who buys in carload lots may distribute the same 
among other wholesalers who for some good reason are unable to 
buy direct from the source of supply or who can not purchase in 
carload lots. The same privilege is granted a wholesaler who en- 
joys special or exclusive privileges of cold-storage warehousing. 
Likewise, a wholesaler may sell surplus stocks of goods bought 
in good faith for the service of his trade, which he has been un- 

18 Special R tions, XI-A-5, Note. 

19 Special License Regulations, XI-A-5, Note. 


20 Excluding gar and mill products. 
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able to dispose of, the fact that he has warehoused the goods be- 
ing an evidence of good faith. In all the above cases the first 
seller is permitted not more than one-half the maximum margin 
allowed for a single sale direct to retailers, while the second seller 
can add only the lowest of the margins allowed for that particu- 
lar commodity. Only one such resale is permitted. The second 
seller must dispose of his goods to the retailer or consumers. Ac- 
commodation sales among dealers, known in the trade as “pick- 
ups,” are permitted provided the two parties divide the usual 
margin allowed for a single sale.*’ 

Likewise, regulations have been developed to prevent the taking 
of excessive margins by short-circuiting in the regular line of dis- 
tribution while retaining the regular margins allowed, or by com- 
bination sales—that is, selling two or more commodities at a lump 
price.” 


Control of Retail Prices 
In November, 1917, the Food Administration inaugurated the 
policy of establishing “price-interpreting boards” in the principal 


centers of population. In May, 1918, the plan was enlarged with 
the view of establishing a price-interpreting board in each county 
of the United States. The boards are composed of representa- 
tives from wholesalers, retailers, and consumers.” In some states 
the organization is much more complete than in others. 

The list of fair maximum prices thus determined is published 
weekly in local papers. It is also reported to Washington and 
to state headquarters. It is customary to quote prices that re- 
tailers must pay to wholesalers, as well as the prices to consumers. 
Because of the rapid spread of “cash and carry” stores, it is 
generally necessary to publish two sets of retail prices. 

The Food Administration has sent to the chairman of !ocal 
boards a list of retail price margins. These margins, however, 
serve merely as a guide for the local board. The latter is in- 
structed not to exceed the maximum margin except when the cir- 
cumstances are unusual, and not at all in the case of bread, butter, 
flour, sugar, and eggs. 

21 Special License Regulations, XI-A-5-Note, continued, (2). 

22 Special Rules and Regulations Governing Dealers in Cold Storage and 
Frozen Poultry, effective March 2, 1918. 

General License Regulations, 1-A-23 (a). Exception is made for combina- 
tion sales of substitutes for wheat flour. 

23 Circular Letter 6-H-529, May 17, 1918. 
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Legally the price-interpreting boards have no power to fix 
prices, for, with exception of those commodities for which basic 
prices have been determined by law or by agreement, the Food 
Administration’s power over prices does not extend beyond the 
determination and interpretation of reasonable margins of profit 
for food manufacturers and dealers. If price-interpreting boards 
could fix retail prices, this would substantially amount to the 
fixing of wholesale prices, and, within narrower limits, would 
largely control the prices of farm products used for food. At 
most, the price-interpreting boards merely determine what prices 
are to be regarded as fair under existing local conditions. If 
a dealer exceeds the prices so determined, this may constitute a 
presumption of unfairness which will justify investigation. 

As a matter of fact, the determination of prices by price-in- 
terpreting boards has had the approximate effect of fixing max- 
imum prices, for local food administrators frequently regard the 
infraction of the published prices as evidence of unfairness. 


Results and Conclusions 


It is perhaps too early to attempt a conclusive statement of 
the results of the price-fixing policies outlined above. However, 
some of the results of the policy are now apparent, and the writer 
ventures to combine these facts with certain a priori observations. 

In the first place, the experience of the Food Administration 
appears to indicate that effective government control of com- 
petitive prices of products of wide consumption is not only en- 
tirely possible, but subject to difficulties less formidable than econ- 
omists have generally believed. 

The surprising facility in enforcement of these policies may be 
attributable in part to a united sentiment of patriotism, further 
strengthened in its effect by a universal public condemnation of 
“profiteering.” However, the real success has been due to the ex- 
ceptional powers bestowed on the Food Administration. The 
power to license food manufacturers and distributors has con- 
ferred practically autocratic authority within the purposes of 
the law. As principal agency for coérdinating purchases of food 
for government use and for exportation, the Administration has 
occupied so preponderant a position in the markets of the country 
that through its buying power alone it has been able to regulate 
prices, partly through purchases and sales and partly through 
using its power of purchase to induce dealers to conform to its 
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policies. Finally, as in its negotiations with Cuban sugar pro- 
ducers, the Administration has been able to rely on the interna- 
tional prestige of the government which it represents. 

One of the most obvious effects of the policy of regulating 
dealers’ margins is that it suspends the tendency toward a single 
price within the market. It is true that in ordinary times this 
is only a tendency, and from ignorance, inertia, and other condi- 
tions, the prevalence of a single price, even in wholesale transac- 
tions, has not been so general as sometimes may be indicated by 
discussions of value theory. 

Whatever the prevalence of the one-price tendency in normal 
times, it is certain that the result of the margining policy de- 
scribed above has been to produce many different prices for the 
same commodity in the same market. Suppose that dealer “A” 
bought rice at 8 cents a pound, “B” purchased at 9 cents, “C” 
at 714 cents, and so on; ordinarily, if the demand is strong 
enough to require the entire supply, the price will tend to be high 
enough to enable “B” to sell at a profit, the other more fortunate 
dealers making a still larger conjunctural profit. If the market is 
not immediately strong enough to justify so high a price, “C” will 
hold his fortunate purchase until the market advances. On the 
contrary, if the market weakens the price may be determined ac- 
cording to “‘C’s” buying price, while his unfortunate competitors 
must suffer a speculative loss. However, when dealers are limited 
to a maximum margin, “C” can gain no more than his fixed mar- 
gin by waiting, while, on the contrary, he risks a possible decline 
on the market. Consequently, he will be inclined to sell for 
enough to enable him to obtain his maximum margin. His less 
fortunate competitors have the option of selling at less than the 
margin—possibly even at less than cost—or of waiting until the 
low-price supply is exhausted, on the chance that the market may 
go higher. 

It is quite possible that the market may decline still further, 
in which case the high-cost dealers will be even more out of pocket, 
besides incurring the trouble and delay of holding. However, 
during the present emergency the general tendency of prices has 
been upward. Consequently the normal situation in the market 
has been that the fortunate dealers who have on hand a supply 
purchased at a low cost occupy the center of the stage until the 
supply is exhausted, while their competitors calmly wait until the 
time when their high-cost supply may be sold at a fair margin of 
profit. 
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tail prices, however, there is necessarily a re- 
turn to the one-price policy. Obviously a retail price-interpreting 
board, confronted with a considerable variety of whosesale prices 


in the sai ket, may be puzzled to know what price may be 
regarded a normal basis of retail prices. In Tennessee the 
state food nistration has determined that the lowest cost 
that will supply the market for the time being shall be the basis 
on which retail prices shall be determined. When the low-cost 
supply is exhausted, then the price may be increased to the point 
that will make possible the sale of an adequate supply. 

However, the policy of regulating margins is supple- 
mented by olicy of. basic price fixing, the lack of uniformity in 
wholesale a etail prices is considerably reduced, for a start is 
made f1 . uniform base, and a base that fluctuates at infrequent 
intervals. 7] has been true of sugar and flour. 

One 1 f the margining policy is to eliminate the motive 
for speculat \ dealer can gain no more than his maximum 
margin W the market advances, while he must suffer a heavy 
loss wher ket declines. It is doubtful if the Food Admin- 
istration | have maintained this policy of unlimited loss and 
limited <cept in a time like the present when the normal 
movement of prices is upward. 

One of the indirect consequences of the policy of controlling 
margins is the stimulation of independence and discrimination in 
buying, especially on the part of retailers. Since there may be 
he market instead of a uniform price, the dealer 
finds it no ger profitable to buy always from one or two deal- 
ers. T! tailer who, on account of poor credit or for other 
reasons, t buy largely from one jobber is indeed in a sorry 
plight. nother standpoint, however, it has been true that 
during the present emergency there has been less necessity for 
care in | [he continuous advance in prices has assured the 
dealer t] er or later he may expect to obtain the margin 
allowed by the Food Administration. 


many pri in 


A fundamental problem of price fixing is to determine the price 
that is just high enough to call forth sufficient supply to meet de- 
mand. When a uniform price is established, the price must be 
high enoug! iduce the marginal producer to furnish his por- 
tion of the supply. Such a price bestows a surplus return upon 
the producers whose expenses are lower than the expenses of the 
marginal producer. However, this merely results in giving legal 
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sanction to surplus incomes which would normally exist under or- 
dinary conditions of competition, 

In the determination of basic prices the Food Administration 
has followed the above-mentioned principle, striving to make the 
price high enough so that production might be in no way dis- 
couraged, even erring, if necessary, on the side of liberality. 
For instance, the prices of beet sugar and of cane sugar were de- 
liberately established at the level that would cover the expenses of 
the least efficient producers, although in the former case the range 
of cost was from $4 to $7 per ton.” 

For regulating prices charged by wholesale distributors of food 
commodities the Food Administration seized the other horn of 
the dilemma by abandoning the policy of uniform price, substi- 
tuting the regulation of dealers’ margins, as described above, in 
order to eliminate excessive profits. Even in the regulation of 
margins, however, it has been necessary to make specific margins 
high enough to cover the expenses of the least efficient distributors 
—those with small turnover and high operating expense—besides 
a fair amount over for safety. Consequently the writer has found 
it to be the general opinion among dealers of his acquaintance 
that the margins fixed by the Food Administration are very gen- 
erous. Moreover, in the interpretation of retail prices the efficient 
retailer is enabled to earn a considerable surplus in order that the 
inefficient retailer may not be forced out of business. 

Recently another mode of escaping entirely from the well-known 
dilemma described above has been employed. A Sugar Equaliza- 
tion Board has been formed with a capital of $5,000,000 with the 
purpose to “absorb the high peaks of cost in sugar production and 
to make a small margin on the low cost of certain foreign sugars 
which may be purchased and thus secure an equalization of the 
price to the public on a lower level than will otherwise be pos- 
sible.”** In other words, the government acts as an equalizing 
agency whereby price is made uniform, while producers, regard- 


24 However, the Food Administration has from the first repudiated the idea 
of high price as an incentive to economy in consumption. See Thomas H., 
Dickinson, “A Year of Food Administration,” North American Review, July, 
1918, 

25 See Roy G. Blakey, “Sugar Prices and Distribution under Food Control,” 
loc. cit. 
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less of relative efficiency, are paid merely on the basis of cost plus 


fair profit 

As a form of governmental control of competitive prices this 
method appears to offer a means of avoiding the disadvantages of 
other met s of price control by making possible uniform 
prices at lower levels than would obtain under freely competitive 
conditions. ‘The method is clearly impossible as a means of con- 
trolling the price of wheat and other farm staples, because it 
would be n¢ ‘y to ascertain the individual costs of hundreds 
of thousan ‘f producers. However, even for such commodities 
the method might be used to equalize regional differential sur- 
pluses. 

We now may venture to consider dispassionately the advantages 
and disadvantages of price control as a permanent policy, in the 
light of « w experience. 

One of the immediate effects of price fixing in the case of wheat 
was to suspend speculation in futures on the boards of trade at 
the same time that the usefulness of such speculation was de- 
stroyed. e principal economic functions of such speculation 
have been to provide a means of hedging and to eliminate extremes 
of fluctuation by discounting future changes in conditions.** The 
stabilization of prices obviously renders these functions unneces- 
sary. 

It has long been a problem of deep concern how speculation 
might be eliminated without losing its economic advantages. There 
can be no doubt that the general sentiment of the country is over- 
whelmingly against organized speculation. The average citizen 
understands little of its advantages, and it is not easy to make 
him comprehend them. The consuming classes are inclined to 
attribute a large part of the cost of living to speculation on the 
organized exchanges, while the farmer is firmly convinced that 
they absorb a large part of his profit. Therefore, the elimination 

27 President Hise recently suggested this method for the regulation of 
coal prices nservation and Regulation in the United States during the 
World War, | red for the United States Food Administration. Coal prices 
are now based dividual mine costs plus a fair profit, without attempting 
to maintain u 1 price 

28 It is not lusively established that the effect of organized speculation is 
to reduce the gnitude of temporal price variations, Certain other advant- 
ages incidentally facilitated by organized speculation—namely, elimination of 
unnatural pri differentials between localities and the creation of a wide, 
sensitive, and continuous market—may conceivably be effected by spot transac- 


tions without the aid of futures, 
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of the more important advantages of speculation by price stabiliz- 
ation is justified, at least in part, by the very positive advantage 
of allaying this long-established source of popular suspicion and 
discontent. 

Price stabilization undoubtedly involves another positive eco- 
nomic advantage. It is undoubtedly true that farming is an ex- 
ceedingly precarious industry, combining the uncertainties both 
of the weather and of prices. This precariousness becomes more 
apparent to the degree that the industry develops from self-suffi- 
ciency into commercial and capitalistic farming. The elimination 
of fluctuations in price after the crop is produced and the guar- 
anty of price in advance of the crop season would reduce greatly 
the uncertainties of agricultural production and remove an im- 
portant source of rural discontent. To some extent, also, a 
greater degree of certainty may be introduced into the business 
of manufacturing food products—now partially effected by hedg- 
ing—as well as in the processes of distribution. 

The disadvantages and difficulties of price control appear ex- 
ceedingly formidable in statement, especially when basic price 
fixing is involved. It may be worth while to estimate their relative 
importance. 

One of the most apparent is the impossibility of controlling 
prices—especially of farm products—without the process becom- 
ing a bone of political contention. The recent tremendous pres- 
sure for increasing wheat prices is a very convincing reminder of 
this danger—a danger which, to the writer’s mind, constitutes the 
greatest objection to a policy of price fixing. However, the dan- 
ger might be somewhat reduced by a definitely announced policy 
of balancing in the long run government losses and gains in the 
process of equalization. 

Theoretically, it would be exceedingly difficult for government 
authorities to calculate a year and a half ahead what price will 
maintain the existing acreage and also insure the full consumption 
of a crop of very uncertain quantity. However, there are several 
mitigations of this difficulty. If the price is fixed too high, the 
government will find it impossible to dispose of the entire amount 
in domestic consumption. It would be possible to pay the farmer 
the guaranteed price and to lower the price to consumers, the 
government bearing the loss temporarily in the hope of making it 
up when conditions are more favorable. However, at the time the 
farmers begin selling their crops it is not always clear that the 
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reduction of necessary. It is true, it would be diffi- 
cult to lower } . part of the product has passed into the 
hands of n ind distributors, without serious compli- 
eations. lh government can export the surplus, 
even thoug! né sary to do so at a loss. If the price 
is fixed too ve the effect of discouraging produc- 
tion. This ot result in a crop too small to meet the 
normal con the country, depending on weather con- 
ditions and sical factors. If the crop should prove in- 
adequate, a y resort to imports, although at a pos- 
sible loss. be forgotten, too, that difficulties men- 
tioned abov rably reduced by the reserve carried for- 
ward from on son to the next. This may be employed 
as a shock ab: Supplemented by an intelligent control of 
imports and e: t may be used to modify the effects of tem- 
porary or s fluctuations in demand and supply. 

Another dif the effect of price fixing on the inter-rela- 
tions of differ dities. Some farm commodities are used 
in the prod rs. Certain products are substitutes for 
others, eith m or in final consumption. Even when 
prices are d y competition these relationships are con- 
tinually dis frequent price variations. It is this fact, 
for instance the business of fattening beef cattle one 
of extreme | prices would make the conditions of pro- 
ductive us tution stable for a considerable period of 
time so that t lucer could know what to count upon, and 
govern his lingly. 

It appea rincipal advantage of leaving these re- 
lationships t f | by competition is that, in case the nor- 
mal relatior sly impaired by price changes, variations 


will occur i vhich will exert a more or less powerful in- 
fluence toward restoring prices to the usual relationship. Thus, if 
corn rises 1 nuch that farmers cannot afford to feed it 
to cattle, tl | for corn for this purpose will decline. The 
reduction in iy aid in lowering the price to the point 
that will enabk ; to resume its use. However, the use of 


corn for beef nstitutes only one of many sources of de- 
mand, whi e so inelastic in other directions that the 
restoration of nditions will not be effected. In fact, under 
competition ] more largely on account of substantial 
alterations py lue to weather, insects, and crop diseases, 
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both at home and abroad, than to any nice adjustment to relative 
food values or interdependent cost relationships. 

The establishment of accurate price differentials between lo- 
calities is a problem of great, though not insuperable, difficulty. 
There are large areas which are practically always surplus areas 
tributary to a particular primary market. Prices merely reflect 
prices in the primary market less the expense of shipment. Other 
large areas are always consuming markets, whose prices reflect 
closely the changes in a particular distributing market. Regions 
characterized by the above-mentioned conditions offer no peculiar 
difficulty in the determination of price differentials. 

In many localities, however, the problems of establishing differ- 
entials according to location are not so simple. There are some 
regions which have a surplus in one year and a deficit in other 
years, according to the success of the crop. Again, there are 
regions which have a surplus in one season and a deficit at an- 
other season of the year. Barring miscalculations, however, this 
need occur only for products that cannot be stored. There are 
producing regions which do not always ship to the same primary 
market, the direction of shipment depending on variations of prices 
in different local markets. Such regions are located on the di- 
vides separating different market watersheds. Finally, there are 
consuming regions which do not draw supplies continuously from 
the same distribution market. 

In statement the above variations sound exceedingly formidable. 
For the determination of prices, however, it is clear that the diffi- 
culty arises in connection with the attempt to maintain a uniform 


price level everywhere with necessary adjustments for local dif- 


ferences in supply as dependent on costs of shipment. Conse- 
quently, in a policy of price fixing involving a uniform price level 
to farmers followed by the regulation of dealers’ margins, the 
necessity of regulating local differentials arises only at the stage 
when the uniform level is maintained—that is, the paying price to 
the farmers. After the commodity leaves the farmers’ hands, 
price-fixing responsibility requires only the regulation of dealers’ 
margins, leaving to the play of competition the adjustment of 
supply and demand between localities. 

There has been much discussion of late concerning costs as a 
basis for the determination of agricultural prices—a discussion 
that has been brought to a head by the milk wars in New York 
and Chicago. The controversy has centered about the difficulties 
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lem is to ascertain what price will cause the requisite acreage to 
be planted. Whether this price equals, exceeds, or falls stort of 
the expense of production to so-called marginal producers, will be 
indicated by the result. It is doubtful if estimates of cost would 
serve as anything more than a general guide, indicating the gen- 
eral limits of policy. For particular years many producers may 
be sub-marginal or, conceivably, all may be super-marginal, ac- 
cording to the product per acre as determined by seasonal fluctu- 
ations, and it is not always the largest crop nor the highest price 
that brings the farmer the largest returns. 

The writer is not convinced of the immediate desirability of 
permanent governmental control of the prices of staple foods, but 
he believes that our present experiences have demonstrated that 
the policy is not so absurd and impossible as many economists have 
been wont to believe. At any rate, the desirability of such con- 
trol must be considered separately for each particular commodity, 
for the special merits of the policy will vary in each case, and the 
special difficulties will not be the same for all commodities. 
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E. G. N My attention was challenged by the following sen- 
tence, w! e version of Professor Warren’s paper which 
was submi of this meeting: 

“Tf the d ibilized most of the clamor for price fixing in 
this cour ive been avoided.” 

I did these exact words in his address this afternoon, 
but throug iderable part of his discussion there is manifest 
the same to assign “‘inflation” as the principal cause of price- 
fixing sent l endeavor. It seems to me that this idea is hardly 
consistent v facts, nor, indeed, with other parts of Professor 
Warren Che price-fixing movement in this country has 
derived 1] inent emphasis from the desire to lower the 
urban c ind this in turn has been, more than anything else, 
an effort ract the rise in the values of farm products. Even 
if the d stabilized, we should not thereby have solved 
this prol fac h is readily demonstrated by a graph of the 
prices of lucts stated in terms of a theoretically stabilized 
dollar. that the average price of the principal farm 
products the United States Bureau of Labor, is now 
nearly t was in 1890. If, however, the dollar be given 
the sam power throughout the period from 1890 to 1917, 

f the actual increase in the cost of living. 
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On the accompanying chart the index of all commodity prices is re- 
duced to 100, and farm prices are all plotted upon that straight-line 
base. The relative price of farm products is thus seen to have been 
tolerably stable during the 90’s, slightly advancing during the next 
decade, but markedly and persistently rising during the past ten or 
twelve years. The chart shows a natural division into three periods: 
the first, 1890 to 1900 inclusive, in which the average index is 102 
(the dotted line on the chart) and the extremes are only 5 above and 
6 below this level; the second, 1901 to 1908 inclusive, in which the 
average level stands at a trifle less than 109, with maximum variations 
at 4 points higher and 4 points lower than this average; and the 
third, 1909 to 1917 inclusive, averaging 121, varying from 116 to 
127, and apparently showing an upward trend in its later years. 
Here, to my mind, is to be found the central cause and purpose of 
the price-fixing movement in America and clear evidence of the fact 
that it is much more than a war-time issue. We have really been un- 
der the shadow of this problem since 1908-09, when the exchange 
ratio of farm products (not their mere gold price) jumped from 110 
to 118, a point below which it has since receded in only a single vear, 
1911. This means nothing more nor less than that the exchange ra- 
tio between the indispensable food and textile products of the farm 
on the one side, and non-agricultural goods and services on the other, 
has moved in a direction counter to the desires of town and city con- 
sumers of these farm products. Among this large portion of our popu- 
lation there arose, about 1909 and has continued since, a tremendous 
desire to release themselves from the less favorable situation in which 
they were placed as a result of this readjustment of values. This 
motive had grown strong in the years before we became involved in 
war, but it had not become specifically a demand for price fixing, 
owing probably to our unfamiliarity with such a practice. Our en- 
tering into the war, however, brought this tool within reach of those 
who clamored for relief and had demanded vaguely that “something 
must be done.”” Such persons gladly acclaimed the simple, direct, and 
militaristic expedient of price fixing, and conceived an exaggerated 
notion of its efficacy and benefits. They did not stop to examine 
what were the fundamental causes which had brought about this 
altered market ratio of farm products to other goods. Professor 


Warren has referred to these underlying causes as pressure of the 


population on our food supply. I should prefer a different phrase, 
but there is no question of the fact that, with the passing of our 
virgin lands, an irremediable factor becomes operative toward the en- 
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rapidly as could have been desired. Recent prosperity of the farmer 
has made possible a considerable development in this direction, but 
price fixing which will force prices back to those lower levels—that is, 
the exchange ratio rather than the mere dollar price—would defeat 
its own end by impairing the efficiency of agriculture and precluding 
the reduction in cost of production which would otherwise be possible. 
Such price-fixing notions as the public at large entertain are penny 
wise and pound foolish even from the standpoint of the consumer's 
best interests. 

Professor Warren appears to entertain a low opinion of the power 
of price regulating agencies. I wish that I could share this belief in 
their impotence. If, in truth, price-fixing projects were powerless to 
depress prices whenever any natural force was inclining toward their 
enhancement, I should be a good deal less concerned about our future. 
But the war period has to my mind demonstrated a considerable effi- 
cacy on the part of these agencies, and the older period of agricultural 
unprosperity has shown a disquieting tendency on the part of our 
agricultural population to stay with the industry even when it is being 
crowded down to a position of unprofitableness, inefficiency, and a low 
standard of living. 

If it be part of the economist’s true function to furnish that sound 
counsel by which class interests may be kept from developing into 
divisive antagonisms and economic warfare, then it is to be hoped that 
our influence will be thrown against ambitious programs of price fixing 
as part of our after-war economic arrangements. While I believe that 
many of the activities of the Food Administration which have looked 
to the regulation of trade practices have had a beneficial effect, the 
net result of regulation as a whole has been to bring into clearer con- 
trast the interests of the consumer and the producer of farm products. 
The Food Administration, by limiting traders’ margins and regulating 
their methods, has, so to speak, publicly exhibited the middleman in 
a strait-jacket, and, in effect, has relieved him of the responsibility 
with which he was formerly charged, by both producers and consumers, 
for the high cost of living. This tends to draw the issue more clearly 
than ever between the farm producer and the city consumer. If their 
price relationships are left to be adjusted to the process of market 
bargaining, both parties will bow to the inexorable force of underly- 
ing economic influences. But if the arbitrary power to name prices 
be given to any executive or tribunal, and particularly if its person- 
nel fall a little short of ommiscient wisdom and a quality of justness 
above the reproach even of injured parties, its exercise is bound to 
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a figure of cost could be secured, there are so many fluctuations of 


individual items in cost, as well as so many joint costs, that a fair 
result arrived at at any one time would soon be incorrect because of 
these changes. 

It may be urged that producers and distributors could be grouped 
by sections, but the difference in costs of individuals in any one group 
would probably be as great as that of different producers in different 
sections. The whole plan of arriving at multiple costs is practically 
impossible and unworkable, whatever may seem to be its theoretical 
fairness to producers and consumers. 

We therefore come to a consideration of unit price, either for the 
product as a whole or for it in certain established groups or regions. 
The questions which arise are: Which producer should be taken 
as a basis or standard? Shall it be the most efficient producer or the 
marginal producer? 

In this connection there arises a leading principle of price fixing 
during conditions of war as contrasted with conditions of peace. Dur- 
ing war times, especially in our recent war, a prime result to be se- 
cured was the keeping up and stimulating of production. In order to 
do this a price should be fixed which would encourage increased pro- 
duction on the part of the more efficient, but it also should be such as 
to keep in the market the supplies of the less efficient. It will, there- 
fore, be found upon a careful examination of price and margin fixing 
during the recent war, that the margins established, or the actual price 
fixed, was so liberal as measured by the cost of production of the most 
efficient, that the result desired—namely, increased production—has 
been secured. 

It may be inquired whether this result has been achieved at the ex- 
pense of the consumer. Without being able to answer this question 
completely, it may be pointed out that there has been at least one un- 
doubted gain for the consumer. This is that the price has been stabil- 
ized, and many consumers, in different sections of the country, where 
from time to time supplies have been short, have been protected from 
what otherwise might have been a quasi-monopolistic price. 

A stabilized price is a kind of insurance, reducing risk both for 
producers and consumers. The fixing of the liberal price—a marginal 
producer’s price—in war times gives a feeling of security and assur- 
ance to producers that is distinctly advantageous. They have only 
to think of the element of cost; that is, how to organize and carry on 
production so as to bring it as far as possible below this fixed price. 

Likewise, from the viewpoint of the consumer, there is this kind of 
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assurance d ; when uncertainty is greatest both for con- 
sumers and } I fixation of the price discounts speculation 
by consun he most inefficient of all risk takers. 

Further he psychological consideration that consum- 
ers will tolerate fixe i nd an empty market in war times, where- 
as they w 1inst unregulated high prices. In short, price 
fixing on tl narginal cost reduces risk both to producer and 
consumer i | prevents unintelligent speculation on the 
part of eac 

It is tru rice or margin primarily on the basis of 
the less eff wide margin of profit has undoubtedly 
been secured efficient in a number of cases. However, if 
a war taxat been devised adequate to the situation, this 
result could teracted by means of the tax collected by 
the govern 

Price fix described principle has met surprisingly 
little object les themselves. This is due not only to the 
fact that sat ns have been allowed, but also to the fol- 
lowing im} ny of the businesses where price has been 
regulated, a n the food-distributing business, excessive 
competitii ile and price-cutting of all descriptions a 
generally f If, therefore, a disinterested party, such 
as the gov 1 in and proposed a fixed price, though this 
may not ha ly satisfactory to all members of the trade, 
they were 1 of stability and fair dealing because an 
established n was enforced upon all groups of the trade. 
No commo! fair advantages could be taken. It was for 
each one t vethods of conducting the business if he 
desired a ] f profit. 

In this 1estion may arise whether a system of price 
fixing tends rovements in methods of conducting busi- 
ness, due 1 that in a certain sense guaranteed profits are 
assured. It that such are not the results, for with any 
given fixed } e inducements to improve business organizations 
are quite as ler that the production and selling cost may 
be as far 1 | price as possible. 

The result n price fixing during the past war undoubtedly 
are far bi :tions of accomplishment of many econo- 
mists in th riod. Nevertheless, we should not delude our- 


selves into believing t] bstacles would not arise in peace times which 
are not met f 
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One of the most important factors in making any price-fixing sys- 
tem successful is such a system of inspection as will assure observance 
of this price. During war times there has been devised not only an 
extensive machinery of the government itself, to see to it that these 
fixed prices were observed, but there has also been that even larger 
army of volunteer inspectors on the part of the purchasing public and 
members of the trade. It is safe to say that in times of peace no 
such reliance could be placed upon such volunteer inspections. The 
government itself would have to organize a very large force to super- 
vise the observance of these prices; and under competitive conditions, 
unless these could be absolutely guaranteed, there would be every in- 
ducement on the part of competing concerns to violate the regulations 
as to prices and margins. 

Then too it must be realized that motives of patriotism actuate both 
the producing and consuming public, which are not in operation in 
peace times. 

It should also be observed that information as to costs can be se- 
cured and agreements made more easily in war times than in peace. 
Any governmentally constituted body, made up of anything short of 
supermen, would find it an almost impossible task to determine at any 
one time the fair price of many articles upon which prices have been 
fixed. 

It should be further realized that fixing the price of cotton, steel, 
and food commodities is much more complicated than that of arriving 
at a fair rate for public utilities, in which there are so many more 
static elements of cost. Food commodities are subject to many con- 
ditions of cost determined by seasonal factors, and the complexity 
confronting the government in determining the price of many of these 
articles would be overwhelming. The price that is determined by the 
normal competitive conditions of the market may be more safely trusted 
to be just for both producers and consumers than one arrived at by the 
activities of a governmentally constituted body of mere men. 

Under competitive conditions, the activity of the producer, and the 
risk-takers, will more likely insure to the consumer the lowest possible 
price and the greatest amount of stability. Government insurance of 


a fair competitive price in peace times is a supererogation, for nor- 
mal prices have already distributed the risk in an equitable manner. 


The pla 
pend on wh 
many anot! 
for itself. 
theory shou! 
should be b 
of measurt 
comprehens 
for argum 
practical iss 
that may | 
the issues ( 
which Is a \ 

In a sens 
that we ar 
the multitud 
ing out, an 


in the econ 


to be applic d 


or methods 
the world in 
in their pla 
Surely ther 


if economics 


an organized 


By comp 
do we find? 
principle, 11 
tinguished in 


thought mar! 


anism of fr 


valuations ma 


ure of econo! 


of equilibriu 


ORY IN AN ERA OF SOCIAL 
ADJUSTMENT 


J. M. 
ersity of Chicago 
Introduction 


ry in the coming generation will de- 
s developed. Economic theory, like 

hatever place it can make and hold 

ideals to be achieved. Economic 
vant to the issues of its time and it 
mn of terms, conceptions, standards 
ons which is sufficiently realistic, 


to furnish a common meeting ground 
ites of all shades of conviction on 
in ideal of scholarly detachment, for 

ire inconsequential or irrelevant to 
s an ideal of scientific impartiality, 
uught is “theory,” but I shall assume 
tral body of thought, different from 
; into which we are constantly reach- 
il view of underlying forces at work 
whole. It may lay down principles 


fields of study, furnish tools of thought 


m, or an orienting interpretation of 
pects which puts these special studies 

show their relation to each other. 
d for such a central body of thought 
rganic unity, and to be in any sense 


outline of the place of theory, what 
neral treatises we find two bodies of 


thought-tight compartments, and dis- 


On the one side stands a body of 


luctive system, dealing with the mech- 


1 perfect market and accepting the 
ils in such a market as its final meas- 
It searches for laws governing levels 


rkets, and in this broad sense is static. 


Economic Theory in an Era of Social Readjustment 281 


In its view of human nature and of social-economic institutions 
it either assumes them to be static or tries to frame its static state- 
ments so as to admit, passively, the existence of dynamic facts but 
make no further changes in the static statements and hence make 
no active analysis of dynamic forces and changes in human nature 
and institutions. This has much the same effect as assuming them 
to be static. 

I include here the type of theory which takes human choices as it 
finds them in the market, without asking if they are rational, im- 
pulsive, or what not. Some dynamic elements enter in; for in- 
stance, the idea of a progressive standard of living, and some 
cumulative forces are recognized, such as the fact that poverty 
breeds poverty and that high wages may perpetuate themselves 
through increased efficiency. This body of thought centers around 
the theory of value and distribution and it may be broadly char- 
acterized as “value economics” or “price economics.” Its ulti- 
mate measure of wealth is utility as reported by some purchaser 
in making a purchase. 

Alongside this body of thought is another of a different char- 
acter. Sidgwick distinguishes it as the “art” of Political Econ- 
omy and sets it apart from the “science,” though he regards both 
as parts of economic theory. Here belongs John Stuart Mill’s 
discussion of property and communism, of land tenures and of the 
sphere of government, and also the Essay on Liberty. Adam 
Smith’s treatment of public expenditures falls in this division, also 
a large part of J. B. Clark’s Philosophy of Wealth, and the writ- 
ings of Veblen and Hobson. Here belongs also the discussion of 
practical problems which commonly fills the last half of our text- 
books, so far as it embodies principles not developed in the first 
half. This second division of thought I shall call “social eco- 
nomics.” 

Both types of study have their strong and weak points. So- 
cial economics has often been treated unscientifically, but the sub- 
ject-matter is capable of scientific treatment. The very caution 
that led Sidgwick (in order to keep clear of controversy, be it 
noted), to speak of it as “art” rather than as “science” also led 
him to treat it in a way that is unmistakably scientific. Social 
economics lacks quantitative definiteness and coherence, largely be- 
cause there is no yardstick of social value. On the other hand, 
price economics has only a limited bearing on current issues, just 
because it does accept the yardstick of the market, hedged and 
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conditioned as 1 rdstick is by the very institutions which 
economic theory ted to interpret to a critical and icono- 
clastic world. 17 terials of price economics are selected, not 
with reference | shing a rounded interpretation of the busi- 
ness system wit! to the movements that are afoot in the 
coming era of tion, but with reference to their capacity 
for fitting int titative, deductive scheme of thought—a 
logical “closed ’ Its chief bearing on the problems of the 
day is to serv y reformers what they cannot do, and even 
here it speaks ¥ incompromising boldness than formerly. 
The center of retical interest at present is in price econom- 
ics. If theory ts proper place, the center of interest 
must be shifte: economics must become a subordinate 
part of social 


Il. is Relative in Economic Theory 


The place of reneralization lies in the realm of things 
useful, somewhere | n a futility and an impossibility. It is 
impossible to le truth about the world and if we in- 
sist on summing » under a simple formula, the only ones that 
can be one hur | t true are in the form: ‘Whatever is, 
is,” a propositio: futility may be camouflaged but not 
cured. For « ur old friend, the “economic man,” is be- 
coming very sel is and baffingly noncommittal. Instead 
lof introducing | f to his readers with his old-time freedom and 
confidence, he sa [ may behave one way and I may behave 
another, but w it to you? You must take my choices as 
you find them: I e as I choose and that is all you really need 
to know.” The | hing has been told that his psychology is all 
wrong, and he y trying to get on without any and still 
perform as man possible of his accustomed tasks. On the 
other hand, hu ivior in economic life is so many-sided that a 
letter-perfect des of it, beside being unattainable, would be 
just as unwiel ninterpreted world itself. 

Somewhere | this futility and this impossibility lie the 
really useful stat f principle, those which are significantly 
true. Most gen ions are true, in some degree: likewise their 
opposites are t1 ome degree. But some are trivial, and 
some, depending state of the popular mind, involve no 
doubtful issues. 

Among those that are really significant, some are significant 
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for one purpose, some for another. A careful thinker always 
wants to know for what purpose a definition is to be used before 
he will admit it in an argument. Marshall, for instance, admits 
that price does not measure marginal utility because some are 
rich and some are poor, but says there are many problems for 
which this makes no difference, because these problems do not in- 
volve a redistribution of wealth. On the other hand, I know a 
jurist who seems to think that the way to settle the question of 
public utility valuations is to get the economists to define “value” 
in the abstract, and then let the courts make what use they will 
of this definition. Perhaps tomorrow—mafana or in the millen- 
ium—we shall be able to frame abstract definitions and generaliza- 
tions that shall be proof against misuse, but in the past they have 
mostly been framed with reference to particular errors or evils 
which they might serve to combat. This is obviously true of the 
myths and slogans that animate fighting parties, but it is no less 
true of the most carefully qualified abstractions. The qualifications 
recognize passively the existence of facts and forces which the 
abstraction does not actively interpret. For that reason new 
issues must bring forth new selections of significant material em- 
bodied in new myths, new fighting slogans, and new abstractions. 


It is this which determines the range of study in the “social sci- 
ence of business.” 


Indeed, the most one-sided parts of economic theory are not the 
parts that deal consciously with the question whether private en- 
terprise is better than public enterprise in any given case, but 
rather the parts where they feel themselves to be abstractly and 
impartially describing the economic system “as it is.” For here 
they are not on their guard as to the use or abuse that may be 
made of their doctrines. One of the best examples of this uncon- 
scious attitude may be found in Smart’s “Second Thoughts of an 
Economist” where he says :* 

“What I, for my part, found in Political Economy was a science 
whose main object was not defence of any particular system, but ex- 
planation of how men, consciously and unconsciously, work into one an- 
other’s hands, and get and give each his daily bread. I saw it analyz- 
ing what we do in the every-day life of making an income and spend- | 
ing it; gathering up facts into categories and generalizations; drawing 
deductions of what men in general will do in the future from observa- 
tion of what they have done in the past. All this seemed to me as im- 
personal as anatomy, as the writing of history, as the observation of the 
tides—and as necessary.” 


1 Page 5. 
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Let him be gifted with a mind of interpretative force, and in 
what terms will he frame his interpretation? What will be the 
dominant abstractions of his system? Obviously, those which em- 
body the facts that he has to present to an unseeing world. The 
validity of price as an economic organizing force is his contribu- 
tion, not its imperfections. T'he Wealth of Nations was such a 
study. The worst abuses of the time were those of local and na- 
tional regulation of industry, and the powers of individualism 
were tugging at the leash with no chance to show what they would 
do or how far they would go when they were set free. Adam 
Smith’s entire philosophy was relevant to this situation in that it 
promoted individualism more strongly than any economist would 
do at the present day, when individualism has shown us what it 
will do for good and for harm and where it needs to be supple- 
mented and where it needs to be restrained. 

The old-fashioned economic man is one of the abstractions 
which express this particular side of the truth, though with an 
absoluteness not found in real life. It is a true conception as 
over against the errors of the Mercantilist theory, and it is equal- 
ly true (in that it contains truth) as over against present-day 
criticisms of the purely negative sort that would sweep away all 
the standing body of theory and put in its place no equivalent, 
merely because the psychological basis of utility theory is at fault. 
The statement that value has nothing to do with utility is an er- 
ror, and the arguments in support of it, drawn from the high 
value of diamonds and the low value of coal and water, are falla- 
cious. As over against such a doctrine the conception of marginal 
utility, as the key to the relation between prices and wants, em- 
bodies a vital and important truth. But it does not embody all 
we need to know of the relation of wants to prices. Taken as a 
statement of the way in which consumption is guided, it is inade- 
quate, and therefore any doctrine which takes it as the ultimate 
and absolute law of consumption is false, as over against more 
constructive statements based on a better attested view of human 
nature, amending the general case for free exchange in definite 
directions and furnishing a basis for needed and practical meas- 
ures of constructive reform. 

But such a conception as the economic man becomes more for- 
malized and crystallized with the passage of time, and structures 
of deduction are increased upon it, becoming more elaborate and 
more brittle, long after its chief active purpose has been attained 
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terpreting the social values which market value distorts or ignores, 
and the resulting discrepancies between market value and a more 
comprehensive view of social values, between competitive efficiency, 
national efficiency, and perhaps world efficiency. 

Some maintain that the study of these discrepancies is a matter 
of ethics and not economics, largely because it seems to involve 
sitting in Judgment on individuals’ wants and criticising the sys- 
tem of gratification because the wants that animate it are bad. 
But there is a great deal more to the matter than that. For ex- 
ample, in some places an owner of real estate can secure an “ease- 
ment of light and air” protecting him against what would other- 
wise be an Uneompensated damage to his property when someone 
puts up a high building on the adjoining lot. This damage to 
property is an economic fact where the owner is so protected, but 
where the law does not make such protection possible, shall we be 
told that this same damage is not an economic fact at all, but 
purely an ethical one? Such an attitude would stultify any at- 
tempt to make economics fully and actively relevant to social 
changes. It could not even report as a descriptive fact the ex- 
istence of the value which the old system sacrificed and which re- 
formers wanted to protect, until after the reformers had succeeded 
in protecting it. Such a report would be fatally biased by leav- 
ing out elements unfavorable to the existing order. 

What are some of the conceptions that furnish tools for the 
study of social economics? ‘Time permits only the bare mention 
of a few and one of the most far-reaching has just been men- 
tioned. It is the conception of the inappropriables: of costs and 
services that are not fully compensated because our legal system 
does not or cannot surround them with the rights and protection 
that go with full private property. It may not be the part of 
economic science to assume to set a quantitative value on these 
things, but it is a very important part of its task to study them 
as economic facts which furnish the raw material for social valu- 
ations different from the valuations of the market. 

Another important principle is the principle of alternatives, 
which states that values and costs must always be interpreted with 
reference to the range of alternatives that are open. This fur- 
nishes another reason why social valuations and individual valua- 
tions differ, because the range of alternatives open to society is 
different from that open to individuals. The individual may es- 
cape from costs that society has to bear, or vice versa; the indi-— 
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another ° Knowledge is different from material means of 
productior t is inexhaustible, is generally not fully appro- 
priable, a1 not conform to the formula of marginal pro-’ 
ductivity it ipplied to the material forms of capital. In- 
dustrial is another tremendously important social-eco- 
nomic asset W laws are largely unformulated. Then there 
is the p ty of objective standards of value furnished by 
science. § can never dictate to humanity the choice of the 
ultimate « f life, either individual or social, but it may de- 
termine « y the value of means to ends where the ends are 
known, al y serve, in this field, to revise individual values 
as they | in a free market. Our present system of 
industrial p1 ties is a system of non-market values, recording 
judgmen bjective importance of things as means to win- 
ning tl ir or guaranteeing the absolute necessities of life to 
the peop the world. But apart from war or worldwide 
food shortage, the health values can be measured objectively by 
the medical profession, and it is a fair assumption that most peo- 
ple want 

Social ; must try to distinguish things that are due to 
our exis nstitutions from things that are independent of 
them. this it is necessary to know something about insti- 
tutions other than our own, including pessible experiments that 
may be intried. Thus the social economics of the existing 
order cannot be confined to a study of the existing order itself. 
For example, some form of accounting involving estimates of 
| tivity is necessary to efficient organization under 
any system, list or otherwise. But the exchange-value meas- 
ure of productivity depends on private enterprise and the use of 
this gaug productivity as the standard for distributing re- 
wards de} n private enterprise and competition. 

Finally} social economics should know something of social pur- 
poses, if it is to report on the effects of business in furthering or 
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thwarting those purposes and is not to confine itself to such pur- 
poses as are expressed via individual demands in a free market. 
We have lately had a stupendous object-lesson in the contrast be- 
tween the economy best fitted to serve the dominant purposes of 
war and the economy naturally adopted by peaceable and demo- 
cratic nations. This is only one example of an organic social 
purpose the promotion of which is not guaranteed by the type 
of efficiency that private enterprise promotes. Because it has not 
been oriented by a realistic and independent study of social pur- 
poses economic theory has seemed to be directed toward one limited 
set of social purposes, often stigmatized as materialistic, commer- 


cial and unworthy. } 


IV. Certain Stumblingblocks 


So much for the positive side: the principles to be followed. 
There are certain stumblingblocks in the traditional methods of 
theory: certain things to be avoided. One lies in the definition of 
wealth as consisting in objects of desire, limited in supply, appro- 
priable and exchangeable. The danger lies in assuming that 
these characteristics are coextensive, and is illustrated by the fact 
that writers, in showing what they mean by things that are not 
appropriated, regularly cite examples of free goods. This directs 
attention away from those inappropriables which are not free 
goods and around which so much of economic policy centers. 

Another thing of more than doubtful value is the tendency to 
treat human values and costs in the language of accounting. This 
tempts one to forget that costs in accounting are measured from 
an absolute base line set by the maintenance of the assets of the 
business intact. There is no such base line in human accounting, 
and the deficit economy is a human reality which the idea of a 
consumer’s surplus fails to report. From this point of view the 
whole conception of “psychic income” is dangerous. Then there 
is the fact that the study of utility seems to be oriented by the 
question: “To what is value equal?” rather than by the broader 
question: “How does value function in relation to human wants?” 
Another stumblingblock lies in treating social efficiency as a sum 
of individual efficiencies. This is a mistaken outgrowth of a very 
true idea: namely, the idea that things serve society in proportion 
as they serve the individuals in society. The logical error is pre- 
cisely the same as would be involved in arguing that a railroad line 
is well located because none of the locomotive engineers find it 
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worth whil engines off the rails in search of a better 
location. Af ngblock is the attempt to keep economics 
pure by a ibjects of sociology, jurisprudence, ethics, 
psychology, t not. This defeats its own end, if it goes so 
far that wl onomist needs an assumption from these fields 
he manuf self, for he is likely to produce an assump- 


tion that in id psychology, or bad jurisprudence, or bad 
sociology. to have sufficiently close relations to these 
fields to | umptions from competent specialists in 
order th k may be in his own field of special com- | 
petence. 


Conclusions 


If the 1 on the lines suggested, what will it look 
like? It complete set of finished doctrines, nor of 
quantita ll contain more qualitative analysis than 
quantitatin pend so much time in establishing its as- 
sumptions tic basis that there will be less to spend in 
elaborati minutiae of the laws that may be deduced from 
them. It h the student with tools of thought rather 
than with finished product; with knowledge of the general 
features of titutions he is studying; and with principles of 
a widely \ ort, embodying many ways in which business 
affects hu | , directly and indirectly. Possibly its study 
of method far as to set up standards of scientific pro- 
cedure in | where work is now regarded as not genuinely 
scientific net there may be a recognized economic method- 
ology whic! upy a truly central place in economic thought. 


THE PSYCHOLOGICAL BASIS FOR THE ECONOMIC 
INTERPRETATION OF HISTORY 


By F. 
The University of Washington 


The phrase, “the economic interpretation of history,” is a con- 
densation in a single phrase of a complex series of ideas. The 
complexity of the subject, the emotional setting of the material, 
and the descriptive inadequacy of the phrase, have led to a good 
deal of misunderstanding. ‘The problem is, therefore, certainly 
first of all one of analysis. However, this paper does not attempt 
a general analysis, although the many-sidedness of the subject is 
realized. The purpose here is only to develop the psychological 
basis of one phase of the subject. 

More specifically, the thesis is that the development of abnormal 
psychology within the past decade or so has developed a psycho- 
logical foundation for the doctrine, hitherto lacking. In the first 
half of the paper this psychological foundation will be presented 
by setting forth certain mental mechanisms which recent researches 
in the field of abnormal psychology have developed. It will then 
be argued that these newly discovered mental mechanisms are the 
ones which account for the collective behaviour which we study 
under the title, “the economic interpretation of history.” The 
latter half of the paper will consider certain illustrations of the 
economic interpretation of history, and will show how these same 
mental mechanisms operate in the collective behaviour of history, 
as well as in individual behaviour. And the claim will be made 
that, as a working hypothesis, the economic interpretation of his- 
tory has been very greatly strengthened by these researches. 

Earlier psychology, dating from Darwin and Spencer, not only 
did not provide such a psychological basis, but, indeed, furnished 
a distinct basis of criticism, which seemed to weaken the hypothesis. 
This psychology stressed the multiplicity and variety of the in- 
stincts. These instincts are usually listed in the hundreds. And 
the point of application to the economic interpretation theory 
was this. If man has these many and various instincts, why . 
single out one, the desire for food, and build a whole interpretation 
of history on one alone? In other words, the economists were ac- 
cused of using “bad psychology” in neglecting the other instincts. 
But one obvious defect of the criticism is the attempt to identify 
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convincing, but a further reading of the literature usually makes 
them appear convincing. It may also be that those who have 
been accustomed to dealing with subjects of such high dignity as 
state craft, trade relations of nations, or general economic con- 
ditions, will find that illustrations concerning sex and the be- 
haviour of nervous women seem quite trivial. In anticipation, it 
may seem desirable to state that it is quite necessary to draw il- 
lustrations from these subjects, because such has been the field of 
the research which has developed them. And as to their triviality, 
such an attitude is unwarranted, just as much so as to consider 
monographs on the earthworm or the amoeba as being trivial. 
These psychologists are engaged in the important task of work- 
ing out cures for insanity and in curing cases of nervousness, 
which are increasing at such a rapid rate in our modern life. 
They are concerned with the very real problem of lessening human 
misery and bringing happiness, and bid fair to do it just as truly 
as will be done by the increase of material possessions or the ex- 
tension of political liberty. Indeed, the discoveries of Freud have 
many times been claimed to be as significant as the discovery of 
the theory of evolution by Darwin and Wallace. 

While many of the illustrations are from abnormal personali- 
ties, it is very important to remember that the psychologically in- 
sane are considered to differ from the normal only in degree, and 
that therefore the study of insanity is analogous to the use of the 
microscope in the laboratory. 

The wnconscious.—A great many of our desires are uncon- 
scious. ‘They function in such a manner that we are unconscious 
of their real nature. Many of these desires cannot be brought to 
consciousness without the aid and assistance of someone else. 
Some desires, though forgotten, do not die, but live on in an un- 
conscious state. A vast amount of human behaviour is occasioned 
by unconscious motives. In some cases a series of repressed de- 
sires integrate into a sort of subconscious personality. 

That unconscious desires may exist, is seen in cases of double 
or multiple personality, of the “Dr. Jekyll and Mr. Hyde” type. 
The case of the Reverend Ansel Bourse, cited by Hart,’ and 
Janet’s? Iréne are cases in point, as are the cases studied by 
Prince. Dream analysis, as developed by Freud, furnishes abun- 


1 Bernard Hart, The Psychology of Insanity (1912) p. 49. 
2 Pierre Janet, The Major Symptoms of Hysteria (1907), p. 29. 


8 Morton Prince, The Dissociation of Personality (1906), and The Uncon- 
scious (1914). 
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non of repression. This young woman nursed, during a long ill- 
ness, her mother, to whom she was exceptionally devoted, and with 
whom her future was quite bound up. The mother finally died, 
under very trying and impressive circumstances. But for days 
at a time afterward the daughter seemed to be utterly unaware 
that her mother was dead. Then suddenly, perhaps during a con- 
versation with friends, she would become transformed as it were, 
and reénact with consummate histrionic skill the scene at her 
mother’s death bed, living it over in minute detail, all during which 
she would be oblivious to her surroundings. She would not hear, 
for instance, remarks addressed to her. In this case the thought 
of her mother’s being dead was so unbearable that she repressed 
the whole complex from her mind, and most successfully, but the 
repression was not perfect, and suddenly the repressed material 
would come to consciousness and result in reénacting the deathbed 
scenes. Where conflicts are acute and intolerable, and the repres- 
sion inadequate, the mind cannot stand the strain and insanity 
results. This analysis of the cause of psychological insanity is 
described by Jung,’ in his analysis of a maniacal type, the 
archaeologist from the University of B————. Repressions of a 
minor scale go on through our daily life. Periods of very great 
repression occur in late childhood. Such desires as sex, pug- 
nacity, or selfishness are often repressed; the repressing agency 
is usually the desires that accord with popular moral sanction. 
The disguised activity of unconscious desires.—These repressed 
unconscious desires, though forgotten, do not die, but live on, and 
they endeavor to escape the repression. Thus, the force which 
repressed them in the first instance must continually keep watch 
lest these repressed desires break out into consciousness and ex- 
press themselves. The “censor” acts, therefore, as if continually 
on guard. This “censorship” is not always successful, for many 
of the desires escape. This they do by disguising themselves, very 
much as a Mexican revolutionist who wants to buy ammunition 
may cross the border, disguised as a peasant working woman. 
The effectiveness of the disguises of repressed instincts explains 
why psychologists were not fully aware of them until the re- 
searches of the psycho-analysist appeared, and the illustrations 
which authors cite of these disguised desires seem so unsound, on 
first impression, for the very reason that the disguise is effective. 
These disguises which our motives assume are the central feature 


5C. G. Jung, “Der Inhalt der Psychose” (1908). 
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of this paper f the thesis that the economic motives of 
history are diss number of such disguises, therefore, will 
be presented it show their astounding ingenuity, their 
very great pre\ | the ease and skill with which the human 
mind can perfo1 markable feats. 


Displacement.—A repressed desire may escape the censor by 
displacing the tx tive of the desire by a substitution. Thus 
Freud tells of a 1 t who was irresistibly compelled to examine 
the number of bank note that came under her observation. 
She knew th: be foolish, yet she could not help doing it, 
and suffered acutely use of this compulsion. Upon analysis 


it was found tha had suffered from an unrequited love affair. 
The conflict h arose caused her to banish the pain- 
ful chapter f fe, and she forgot. The repression was 
successful, but tl pulsion neurosis appeared. Further analy- 
sis showed that ote played a significant part in this love 
chapter. So t h she repressed the desire, it was never 
dead, and mad rtial escape through a displacement on to 
the bank note. ‘1 count and explanation appear very strange. 
Yet, that suc] nations are true accounts, seems to be indi- 
cated by the fa it cases are cured after an unmasking of the 
disguise. A nu r of such strange and morbid compulsions have 
been similarly analyzed. A more ordinary illustration from nor- 
mal behaviours, that of affectation in dress or gait. Much 
affectation in dres unconscious, as to the motive or particular 
desire expressed ne’s egotism thus conceals itself in order to 
get by the cen through a displacement upon the development 
of a peculiar 1 rism. The term displacement is applied usu- 
ally to displac words or word-ideas, chiefly in connection 
with dream anal ind such mental behaviour as wit, yet the 
term is being n videly used to cover a displacement on to an- 
other kind of ty in such a manner as to conceal the true 
motive. Thus, Frink® claims a child with a strong exhibitionist 
tendency may ter life make an actor on the stage. The ex- 
hibitionist tend being incompatible with current morals, is 
repressed in late hood, and later finds an outlet through a 
displacement on nie activities. Similarly, Freud advances 
the idea, in his b t study of Leonardo da Vinci, that Leonar- 
do’s great scien! nterest was a sublimated sexual curiosity of 
childhood. Son f the disguises here called displacement are 
truly marvelous i certainly at first hardly believable. 


6 Frink, op. ci 
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Symbolism.—The use of symbols as a disguise is a type of dis- 
placement, yet so prevalent as to deserve especial mention. How 
an emotion will in great strength become concentrated upon a 
symbol as an objective, is readily seen in love keepsakes, or in a 
national emblem, like a flag. There is, of course, in these two il- 
lustrations, little of a disguise of the emotion, except that in any 
moment of response to a symbol, the great, full knowledge of the 
emotion cannot, of course, be in consciousness. Many symbols, 
however, are complete disguises. Thus clinical analyses have 
demonstrated the almost universal prevalence of certain sex sym- 
bols, such as the snake, the sword, and horseback riding. I can- 
not here explain how these are sex symbols, but I only wish to 
state that all students of psycho-analysis agree that these are 
sexual disguises. 

Projection.—Quite a different, though very important, type of 
concealment, is known as projection. In this case a person con- 
ceals a desire by projecting it on to others. To quote Hart, in 
his Psychology of Insanity: ‘Thus the parvenu, who is secretly 
conscious of his own social deficiencies, talks much of ‘bounders’ 
and ‘outsiders’ whom he observes around him, while the one thing 
which the muddle-headed man cannot tolerate is a lack of clear 
thinking in other people.” An illustration from Frink’s Morbid 
Fears and Compulsions' is that of an attractive young widow, 
who wished to move from a small town, claiming to be annoyed by 
the gossip that she was a “designing widow.” There was really 
no substantial evidence of gossip, but upon analysis it was shown 
that unconsciously she did wish to remarry, but would not so soon 
admit the desire to consciousness, and the repressed wish ex- 
pressed itself as a projection on to others. The reason of her 
peculiar disguise was this: the desire to remarry would have pro- 
duced a conflict with her social code. To permit this secret wish 
conscious outlet would have resulted in abuse of herself, because 
of the social code. To spare herself this pain of conflict, she pro- 
jected the desire on to the small town populace, where she could 
rebuke it, and at the same time spare herself the pain of her own 
mental conflict. Much of the phenomena of paranoia and in- 
sanity, involving delusions of persecution, have this specific oti- 
ology. 

Compensation.—The analysis of the disguise known as com- 
pensation has been developed particularly by Adler in his book, 


7 Frink, p. 157. 
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The idea is that a defect or weakness 
velopment of another organ or trait, 
partly compensated for by the streng- 
It is observed that our emotions 

ind hate, fear and anger, humility and 
desire of one of these pairs may be ob- 
on of the opposite, a sort of imaginary 


ence. Thus we are sometimes unusually 


sons we do not like, and our real mo- 
ence of a friendly feeling will be com- 
rgeration of courtesy. A very common 
y seen in clinics among neurotics 
rn for the health of a particular person, 
p a secret and, perhaps, unconscious wish 
\ very good man, professing a religion of 
mpensate for a repressed ego by a 
irrogance in the name of goodness. 
ups the most widely used disguise among 
giving a fictitious, but plausible, ex- 
id of giving the true reason or mo- 
malization. It is as though we do what 
rward give a reason that is plausible to 
well as to the censor. And it is sur- 
ignorant of the true motive. Thus a 
ted for President Wilson because of the 
lity, but analysis showed the real reason 
was really unconsciously cowardly, and 


ept us out of war. A man will go fishing 


vants to, but gives as his reason the fact 


health. Perhaps the most ingenious of all 


e of sufferers from persecutory delusions. 
o thought enemies were going to do him 
ing in front of his shop was planning to 
generous customer would be spying. It 
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nward and unknown to him, and not the 
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| various distortion devices; but as they 
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history, I shall not illustrate them. It is hoped that the fore- 
going list of mental mechanisms will have shown the really remark- 
able and astounding feats which the mind will perform to dis- 
guise motives, and that the presentation will give some hint of 
their great prevalence in human behaviour. It is the scientific de- 
termination of these various disguises which is the great contribu- 
tion of psycho-analysis for the theory of the economic motivation 
of history. For if the human mind so lavishly disguises our vari- 
ous motives, the theory that economic motives of history are dis- 
guised does not appear so incredible. Economists have claimed 
that sugar partly caused the Spanish American war, and Boudin* 
has claimed the selling of textiles made the peace epoch of the 
Gladstone era, while the selling of iron brought the warlike spirit 
of the present day. Whether these particular illustrations be 
true or not, they may not seem so incredible when we recall that 
a love motive finds an outlet in an obsession to examine the num- 
bers on bank notes, and that a childish sexual curiosity finds an 
outlet in scientific research, 

Turning now to the analysis of the economic side of the paper, 
it is claimed that the economic causes of history are in large , 
part unrecognized, which means that they are at least partially 
disguised. Before considering the particular disguises affected, 
it is desirable to analyze what the economic motives are and why 
they are disguised. The economic motive is essentially selfish. 
Selfishness of course finds many other modes of expression than 
the economic. The analysis of this paper does not imply, how- 
ever, that all economic motives are selfish, nor that every selfish 
economic motive is against the common welfare. Nor does the 
validity of the thesis depend on what particular percentages of 
our economic motives are selfish. That we tend to repress the 
selfish motive is readily seen when we observe that we are ioath 
to admit a selfish motive but are proud to display an altruistic 
or a righteous one. The reason for this difference in attitude 
between so-called altruistic and selfish motives arises from the 
fact that a certain amount of subordination of self must be made 
for the common good. There seems to be thus a conflict be- 
tween immediate selfish interests and the common welfare. The 
selfish tendencies are kept in bounds by what Ross and Giddings 
call social control, by what Trotter calls the herd instinct, and 
by what Sumner calls the mores. We can all see that if each 


8 Louis B. Boudin, Socialism and the War, 1916. 
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individual f-centeredly and short-sightedly his own 
selfish imy ‘ 1] urvival would be impossible. As to 
how and ; we owe much to the researches of social 
psychology wit the past decade. In society, therefore, there is 
a conflict bi ective selfishness and group welfare. This 
social con s or gregarious instinct acts as a sort of 
censor, and re} good many of selfish tendencies, and elicits 
praise for alt mes. Motives of collective selfishness are in 
a way repr the unconscious state. That is, we do not 
openly admit | the censorship is so great at times that 
we actually But because we refuse to recognize them 
or forget th ot proof that they may not exist. Certainly 
some of thi ind function in collective movements through 
disguises. I vords, the same mechanisms of conflict, cen- 
sor, and disgu perate in the repression and escape of col- 
lective selfish: were discovered by psycho-analysis to be so 
prevalent in behaviour. The above reasoning sounds dan- 
gerously lik ng by analogy, and suggests some of those 
ill-fated earlier days to apply the mechanism of 
physics to y. But I do not think that this is reasoning 
by analogy. In fact, I am attempting to show how two kinds of 


phenomena a1 sed upon the same fundamental psychological 
mechanism 


It should noted here that there is nothing mystical in 
the working mechanisms collectively. No special entity, 
as the socia ith special mental laws is implied. The way 
these mecha f individual persons work out collectively is 
somewhat as In a particular population of say a mil- 
lion, there | rhaps be only several thousand who are selfishly 
and econon y interested in a movement. These thousands be- 
ing in pos nfluence will be able perhaps to prepare 
“copy,” so to speak, for the population, and large numbers who 
are not acutely affected one way or another accept the prepared 
opinions. r° has shown that there is very much more ac- 
cepting of pre} | opinions by us than the most sophisticated of 
us suspect. And these thousands who are economically inter- 
ested, perhaps mall percentage, say 10 or 20 per cent, or 
less, are cl sus of the true nature of their selfish de- 
sires. Perhaps 80 or 90 per cent or more, depending of course 
on the particular occasion or the nature of the movement, will 


9 W. Trotter, f the Herd in Peace and War (1917). 
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partially or completely disguise the economic motive by some of 
the processes outlined. These disguised motives will be much 
more readily accepted by hundreds of thousands of citizens not 
acutely affected. And thus we have the collective phenomena oc- 
casioned by the operation of individual mechanism. 

Perhaps some may wonder how it is that in individual behaviour 
it is most conspicuously the sex instinct that is disguised, yet in 
collective behaviour the same mechanism appears to disguise 
chiefly the economic motive. This should not seem puzzling when 
it is observed that in history there is little group association for 
sex purposes, while there is a very great deal of such association 
for economic gains. 

Having made this analysis and explanation, it is well to con- 
sider some illustrations. Consider the great spread of the “safety- 
first”? movement. ‘This movement is thought of almost entirely 
in its altruistic phases. It appears as a movement for group 
welfare. Yet there is an economic motive underlying it, for those 
who pay for accidents gain financially by the spread of the move- 
ment. And those who gain are in modern industrial society a very 
powerful group. In this illustration it is possible to advance the 
hypothesis that a selfish motive of the unconscious is expressing 
itself through the disguise of altruistic motives. Certainly the 
selfish motive is unconscious, that is, unknown to large groups of 
people. The popular conception of the motives is altruistic. That 
the selfish motive is functioning in altruistic clothing, is made 
probable by the fact that the safety-first movement arose shortly 
after the great wave of workmen’s compensation acts, which cul- 
minated in their adoption by some three quarters of our states in 
a very brief time; and it did not arise prior to this time, al- 
though social workers had been pointing out the tragedy of some 
five hundred thousand or a million accidents a year for some time. 
From this illustration it will probably be quite clear that at least 
some selfish economic motives disguise themselves to escape the 
censor of social disapproval. We shall next consider some par- 
ticular mental mechanisms by which these disguises are affected. 

Displacement.—That some emotions of groups of people, as 
well as of individuals, are displaced in their objectives, has been 
shown by Max Eastman,” who has analyzed the idea of the scape- 
goat so prevalent among primitive peoples. He also points out 
that the I. W. W. have been made the scapegoat of the modern 


10 Max Eastman, The New Review, Aug., 1914. 
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» emotion of national anger has been 
motives may be displaced is seen from 

by Mrs. Elsie Clews Parsons, a letter 

to John Winthrop in 1645. “A warr 
verie considerable to this plantation ffor 
not synne in us hauing power in our hands, 
teyne the worship of the devill which theire 
2 lie, if upon a just warre the Lord should 
inds, wee might easily haue men, women 
change for Moores, which will be more 
than we conceive, for I doenot see how 

> It is true that 
not in this letter disguise his economic 
ery probably in a good many religious wars 

t has been obscured. Thus various modern 
vered the economic factors in the crusades of 
en largely unconscious. Engels*’ and Bern- 
pointed out the economic nature of the Re- 
n these cases there was a certain amount of 
tors by displacement on to religious ob- 


get a stock of slaves.’ 


lisplacement of the economic motive on to 
| notice. Such symbols are usually of a 
Thus the statute of liberty in New York 
indeed are the terms liberty and freedom, 
ction with immigration at least in some 
to economic motives. During the past cen- 
has prospered materially because of im- 
been called “a golden stream,” because the 
development was so great that the bundle of 
back of the immigrant was truly a bag of 
interesting to see whether these altruistic 
ion with immigration will be as popular in the 
the country will have become more thickly 
ful reading of American colonial history will 
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United States is a symbol for the bulwark of our conservatives ; 
and it is very probable that in cases where economic motives are 
responsible for the reverence for this symbol, they will be so quite 
unconsciously. 

Projection.—A selfish movement may disguise its own selfishness 
by projecting it upon opponents. We do not see the beam in our 
own eye for looking at the mote in our neighbor's eye. Revolu- 
tionary radicals with the tremendous conception of taking the 
whole means of production, however praiseworthy their selfish- 
ness may or may not be, see chiefly the colossal crime of selfishness 
of the capitalists. Employers who are so selfish as not to pro- 
vide the most elemental sanitation for good shop conditions are 
usually the ones who talk most of the selfishness of the trade-union. 
In many economic conflicts as between parties and countries, the 
selfishness of one contestant is obscured by emphasizing the selfish- 
ness of the opponent. 

Compensation.—In economic movements of considerable selfish- 
ness in which no feeling of altruism seems to exist, this absence is 
sometimes compensated for by its exaggeration in an imaginary 
way. Thus throughout recent history the economic exploitation 
of primitive peoples has been compensated for by the fact that 
they were being brought the blessings of civilization. Also in 
some conflicts, the more ruthless the struggle the holier the cause. 

Rationalization—By far the most prevalent device, it seems 
to me, employed in disguising the economic motives of history is 
rationalization. This term is used, it is recalled, when a fictitious 
but plausible reason is given in the place of the real one. A some- 
what humorous illustration is taken from Calhoun’s A Social His- 
tory of the American Family. Nearly a century ago a Mr. Gloyd 
of South Carolina made the following plea for the introduction of 
cotton mills: “Here will be found a never-failing asylum for the 
friendless orphans and the bereft widows, the distribution of labor 
and the improvements in machinery happily combining to call into 
profitable employment the tender services of those who have just 
sprung from the cradle as well as those who are tottering to the 
grave, thus training up the little innocents to early and whole- 
some habits of honest industry and smoothing the wrinkled front 
of decrepitude with the smiles of competency of protection.” 
Other illustrations are the following. In the profit-sharing 
schemes of recent years the selfish motives of employers were ra- 
tionalized, as has been pretty well shown in a number of studies. 
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of rationalization is found in the adoption of 
ection with industrial establishments, and in 
ent the true motives are sometimes rational- 
ms might be multiplied in great number, but 
d to indicate the possible réle of rationaliza- 
nents. 
presentation of the specific disguises of the 
but I wish to recur to the phenomenon of re- 
rpose of showing how in the writing of history 
tend to be neglected or omitted. It has 
wn that repression operates in such a manner 
forget what it is very unpleasant to remember. 
so clearly applicable to individual behay- 
of history. History becomes at once dis- 
choose to omit, that is, to forget as a social 
ipleasant events of history. The events we choose 
in accord with the particular mores we 
tend to forget those opposed. It is the selfish 
wish to forget and the ethical we wish to re- 
. selfish event is so prominent it cannot be 
we translate it, if possible, into ethical terms 
In short, history is written by forgetting and 
r instance, the present generation recalls the 
to free the slaves, a laudable ethical endeavor. 
slaves plays a very small part in the literature 
ling the war. There is a good deal of evidence 
in freed the slaves as a war measure and with 
ral planning, while the events preceding the war 
ny of us forget, the selfish conflict of two dif- 
tems. The application of this method of men- 
ost important for our problem in accounting 
neglect of the economic factors in histories and 
y it is that when we look back over the panorama 
so much of religion, ethics, great men, politics, 
economic factors. 
is well to state that the illustrations of the 
: motives are of course not claimed as proofs. 
ration of a mechanism in a particular illustra- 
. large number of pages or even chapters. The 
w what the proof is expected to be. There are, 


special studies in economic history which go far 
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toward establishing scientifically these disguises. Particularly 
valuable, it is thought, have been the studies of Marx, Engels, 
Rogers, Lamprecht, Loria, Gabriola, Seligman, Patten, Beard. 
There is of course quite an extensive bibliography of the younger 


economists and historians who have shown the importance of the 
economic factor. Furthermore, it seems hardly necessary to state 
that it is not claimed in this paper that every collective movement 
is economically determined. There are social movements in which 
the economic motives play a minor and noncausative role, as, for 
instance, the social-hygiene movement and certain phases of ed- 
ucational progress and various others. It is particularly de- 
sired not to leave the impression that the functioning of these 
mechanisms can be reduced to a simple formula which can be ap- 
plied in every case. At one particular stage of cultural develop- 
ment a certain movement will be rationalized, while at another 
stage a similar movement will not be rationalized. Some indi- 
viduals in the same social movement will not disguise their selfish 
desire and others will. And of those who disguise their motives 
some will employ a particular mechanism and others will employ 
a different one. These variations are due to cultural antecedents 
and varying individual experiences. Past writing and criticism 
have shown the folly of over-simplifying the problem. 

What is claimed is that recent psychological development has, 
if not discovered, at least charted fairly clearly aad fully certain 
hitherto only casually observed mental mechanisms; and, what is 
most important, has shown how common is their use to all of us. 
And it is furthermore claimed that the nature and use of these 
mechanisms is such that they are used in disguising some economic 
motives of history and that there is some evidence to sustain this 
claim, The economic-interpretation-of-history school is thereby 
strengthened by new developments in psychology, as is also gen- 
eral economic theory. Specific proof of the operation of a par- 
ticular mechanism in a particular social phenomenon depends of 
course upon a careful analysis and a detailed marshalling of evi- 
dence. And of course this branch of economics will be greatly 
benefited by many such studies whatever their conclusions may 
show. While awaiting these this paper claims that recent de- 
velopments of psychology are such as to bestow considerable con- 
fidence in this hypothesis as a good working instrument. 
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THE PSYCHOLOGICAL BASIS FOR THE ECONOMIC INTER- 
[TATION OF HISTORY—DISCUSSION 


F. A. Fi r.—It is remarkable and gratifying to those who have 
advocated the } logical approach to economic questions to see how 
dominant ha the psychological conception of economics in 
the discu issociations, as is abundantly illustrated 
throughout t eeting. Twenty years ago the old physical treatment 
of economics | upon the physical factors of production was still 
almost uni nee then it has quietly and almost completely 
disappeared 

Howeve!1 ptions have not fully adapted themselves to the 
changes in porary psychology. Conventional economics is still 
utilitarian and rationalistic, whereas the authoritative psychology of 
today is volit znd gives a much larger place to impulses and in- 
stincts. in this company restate my own position, which 
has long been favorable to the psychological conception. Years ago I 
felt the ne revision of the price theory to bring it into accord 
with the accepted psychology of the day. 

Professor Ogburn’s attempt to exploit the newer psychology in ap- 
plying it to t nomic interpretation of history is to be welcomed but 
must be viewed critically. His propositions are three: 

1. Human act s ruled more largely by unconscious impulses 
than by rea 

2. The Fr n hypothesis is to be accepted. 

8. The 1 volitional psychology lends verification to the eco- 
nomic interpretation of history. 

May we not dismiss at once from this discussion the Freudian hy- 
pothesis? Professor Ogburn concedes that it is at best almost wholly 
irrelevant to this particular question as “there is little group associa- 
tion for sex purposes.” Therefore it has little if any application to 
the econon nterpretation of history. Moreover, the Freudian hy- 
pothesis is rejected by a large number of psychologists and philoso- 
phers of the best nding. Indeed it seems to be a psychology ap- 
plicable ma o degenerate minds, if not a degenerate psychology. 

Of the proposition that our actions are ruled largely by unconscious 


impulses reason, it must be said that it is doubtless true 


but that d not insure the truth of its application. For example, 
Lombroso’s theory of criminology was a sudden inspiration to explain 
certain facts that had appeared in the study of criminals. After a 


half centur f active discussion Lombroso’s theory in its essentials 
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is absolutely discredited, at least in America, and all that remains is 
the body of facts on which he built. These facts now are being given 
very valuable applications in the treatment of criminals. So, like- 
wise, we might refer to the discussion in the joint session of these two 


associations last year, in which the lamented Professor Parker pre- 


sented the new psychology of impulses in a manner doubtless to be 
approved, but made certain most questionable applications to cur- 
rent problems. 

Finally as to the application of the new psychology in support of 
economic interpretation of history. First let me dispute the assump- 
tion made by Professor Ogburn that the economic motive is essentially 
selfish. The economic motive has to do with the utilizing of economic 
agents in the best manner for a given end, and this may be either a 
selfish or an unselfish purpose. The mother sacrifices to get food for 
her child and this is the type of a very large part of economic ac- 
tivity. The good bishop in Les Miserables gives the candlesticks to 
Jean Valjean, an economic act, this being the highest use in his judg- 
mut that he could make of those economic goods. We shall gain much 
in clearness when we cease to contrast economics and ethics as having 
to do on the one hand with selfish and on the other with unselfish 
actions. 

Further we must reject the assumption by Professor Ogburn that 
the unconscious motives in history have always been the economic mo- 
tives. This is a veritable begging of the question that we are dis- 
cussing. One-might well point to the origin of Marx’s materialistic 
conception of history as an example of a biased explanation due to 
unconscious prejudice. Marx was a disappointed revolutionist who 
was championing the cause of labor and was seeking some philosophy 
that would support his practical agitation against the capitalist class. 
Therefore he reduced all the complex motives of history to one simple 
explanation. We have heard this same simple philosophy again and 
again advanced in explanation of the present war. The economic in- 
terpretation of history ignores the motive of love of power, the larger 
genus of which the economic motive is but one species. It omits love, 
friendship, hatred, ambition, pride, loyalty, idealism, and the many 
other complex motives in human nature, which always have had, and 
still have, their part in the making and in the interpretation of history. 

We must continue to believe, therefore, that human nature is too 
complex to be expressed in a single motive, even one so large as the 
economic. It probably is true that we do not judge rightly our own 
actions, either individual or collective. Things are not what they seem. 
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of conduct than can the actors themselves. There- 

Ogburn’s suggestion may lead to fruitful studies, 
ution, and calls for a special examination 
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THE INSTITUTIONAL APPROACH TO ECONOMIC 
THEORY 


By Watton H. Hamitron 


Amherst College 


I. Introduction 


An explanation of the “institutional approach” to economic 
theory is a plea for a particular kind of theory. It is possible to 
come upon the same object from different angles; but more often 
those who take different routes chance upon different things. The 
“institutional approach” doubtless has some importance because 
it is a happy way to acceptable truth, but its significance lies in 
its being the only way to the right sort of theory. An appeal for 
“institutional economics” implies no attack upon the truth or 
value of other bodies of economic thought, but it is a denial of 
the claims of other systems of thought to be “economic theory.” 
This, however, is no pointless struggle in method to be carried on 
by breaking syllogisms over concepts and by engaging in polemics 
over niceties in statement. On the contrary, it involves the very 
nature of the problems which the theorist should set himself; its 
real issue is over what economic theory is all about. 


Il. The Nature of Economic Theory 


The thesis here set forth is that “institutional economics” is 
“economic theory.” This involves putting a particular meaning 
upon a word which has meant many things. From the first, eco- 
nomic inquiries have gone pell-mell across frontiers at which they 
should have stopped; they have halted where logic would have 
pushed them forward; and they have been dominated by vacillating 
and conflicting purposes. To catalogue the subjects to which the 
term “economic” is applied is to belie the careful definitions of the 
science pent up in books; to find an economic theory consistent 
with this multiform expression is to dissipate that theory in poly- 
chromatic reality. In general, particular subjects such as money, 
transportation, and accounting have been set off from “general 
economics.” From the latter two bodies of doctrine have develop- 
ed which aspire to the dignity of “economic theory.” One of 
these is primarily concerned with the origin and manifestations 
of value. It is represented by such treatises as Smart’s Theory of 
Value, Boehm-Bawerk’s Positive Theory of Capital, and Clark’s 


= 


310 nerican Economic Association 


Distribution of Wealth. The concern of the other is the customs 
and conventions, or, if you please, the arrangements, which de- 
termine the nature of our economic system. It is represented in 
classical ec« y Smith’s account of mercantilism, Whately’s 
discussion how competition organizes industrial activity, and 
Mill’s exposit he relation of the state to industry. Typical 
examples f, wlern economics are Cannan’s account of the 
function of property in economic organization, Veblen’s discussion 
of the depende: f wealth upon machine-technique, and Hob- 
son’s analys f 4 elations under modern technical conditions 
of work to 1] Between the two lies the issue of what is 
economic the 


Institutior nd value economics have many things in common. 


- Both can cla ine of development running back to early classi- 


cal economi oth have emerged as by-products of the play of 
the human n vith the practical problems of social well-being. 
Both furnish terials that can be taken into account in passing 
upon questions of practical moment. The champions of each in- 
sist that its k is the positive one of garnering materials and 
tormulating principles. Yet in actual use each has the taint of mix- 


‘ing judgmer goodness and badness into exposition. Only in 


recent years has value theory escaped a formal association with 
laissez faire and now even its most positive statements bear in 
such terms as “utility” and “productivity” and in the wording of 
principles implications about the worthwhileness of prevailing ar- 
rangements. kewise institutional economics, in telling the ele- 
ments which make up the economic system, passes judgments upon 
them. It is not in the legitimacy of their claims to stand in the 
line of succession, nor in their pretenses to unbiased scientific 
statement, nor in their dispositions to stray away after ethical 
judgments that the two differ. It is rather in their conceptions 
of the nature of the economic order. 

The claim of value economics to the dignity of “economic 
theory” is not lightly to be put aside. In common speech it is 
recognized as “economic theory.” This is not the place for the 
chapter in the history of economics which recounts how the two 
rival systems strove for the dominance of classical doctrine, nor 
for the equally interesting one which relates how at the passing 
of the older system institutional theory was dissipated and value 
theory passed into the inheritance. It is enough that it is built 


around “‘value,”’ which is the most important concept in the sci- 
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ence; it enjoys the prestige of the older body of doctrine; and that 
it is the most subtle, the most general, and the most articulate 
body of thought in economics. Yet its claim must be disallowed. 
Its merits are due to a failure to recognize the complexity of the 


relations which bind human welfare to industry. As our concep- 
tion of the economic order has become larger and more intricate, 
value theory has hedged its problem about with greater limitations. 
At present its whole endeavor is an explanation of the nature of 
economic value and of the forms of income in which it expresses 
itself. The conclusions which it suggests about the kind of in- 
dustrial society in which we live are indirect. They appear only 
because value theory is derived from the classical doctrine of the 
organization of industry upon the principle of free competition. 
Aside from such accidental statements, it is a specialized subject 
of inquiry with as little right to the dignity of “economic theory” 
as the theory of money or of accounting. 

“Institutional economics” alone meets the demand for a gener- 
alized description of the economic order. Its claim is to explain 
the nature and extent of order amid economic phenomena, or 
those concerned with industry in relation to human well-being. 
In the words of Edwin Cannan, it attempts to tell “why all of us 
are as well off as we are” and “why some of us are better off than 
others.” Such an explanation cannot properly be answered in 
formulas explaining the processes through which prices emerge in 
a market. Its quest must go beyond sale and purchase to the 
peculiarities of the economic system which allow these things to 
take place upon particular terms and not upon others. It can- 
not stop short of a study of the conventions, customs, habits of 
thinking, and modes of doing which make up the scheme of ar- 
rangements which we call “the economic order.” It must set forth 
in their relations one to another the institutions which together 
comprise the organization of modern industrial society. 


Ill. Characteristics of Institutional Economics 


The case for institutional economics requires a reduction of 
the definition above to a catalogue of particulars. This, however, 
cannot be attempted here. Instead there will be presented for 
acceptance, for qualification, or for rejection a list of five tests 
which any body of doctrine which aspires to the name of economic 
theory must be able to meet. It is believed that institutional eco- 
nomics alone can meet these tests. 
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ry should unify economic science.—The task 
theory in any subject is to give unity to its 
sent economics is badly in need of such a 
prawling frontiers reach from value theory 
n, and transportation to salesmanship, in- 
ing. Each of these subjects has its own 
wn method, and its own personnel. Those 
se remote fields of inquiry know little and 
ory. For all the constraints of neo-classical 
subjects tends to develop an isolated body of 
economics today tends to break up into a 
lapping but unrelated inquiries and to lose 
past has been its source of strength. The 
determination possesses no magic which will 
divergent elements. Only institutional eco- 
that service. In describing in general terms 
1akes clear the kind of industrial world 
rticular things as money, insurance, and cor- 
their being. It shows their nature by point- 
play in this larger whole. Its statements, 

ys enriched by inquiries in particular fields, 
int of departure for such specialized studies. 
ry should be relevant to the modern problem 


ts of economics should spend their efforts upon 


ration. If learning were a mere search for 
the principles governing the economic life of 
tants of Mars, or of a Crusoe-infested island 

ilating. But economists are few, time has 
relevant subjects come faster than they can 
of economics to pass judgments upon 

But, quite in keeping with its scientific 
partially gather the facts and formulate the 
to an intelligent handling of such problems. 
ilways marked economics in the periods of its 


opment. Thus Adam Smith’s point of depar- 
ionship of economic organization to national 


*s principles are an outgrowth of his concern 


and bullion controversies; and thus the best 


school grows out of a refutation of Marxian 


nomics has a relevancy which neo-classical 
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economics has not, it is because problems have changed. Early 
classical economics was formulated by men who sought to remove 
the artificial restrictions which had been imposed upon industry. 
Laissez faire was a formal and explicit part of its statement. It 
tended to show the beneficence of an industrial system automatic- 
ally organized in response to the pecuniary self-interest of indi- 
viduals. It made the scheme of arrangements wherein lay the 
real organization of society a part of the immutable world of 
nature. Since the neo-classical doctrine has passed into the in- 
heritance, the formal defense of laissez faire is gone, though it still 
lingers implicitly in terms and the statement of propositions. 
Formally it is concerned with the mechanical way in which the 
values of goods and of shares in distribution emerge in the market. 
But it has no concern with the organization of that market, the 
nature of the transactions which occur there, or the less immedi- 
ate facts of the distribution of opportunity, property, and leisure 
upon which the size of these shares rest. Its explanatory terms 
are not matters subject to control. 

A shift in problems and a general demand for control has made 
institutional economics relevant. This shift has been due partly 
to a discovery that institutions are social arrangements capable 
of change rather than obstinate natural phenomena, partly to a 
consciousness that activity, once apparently voluntary, is con- 
trolled by subtle conventions and habits of thought, and partly to 
the bad taste which laissez faire has left with us. But, however 
it has come about, there is a demand for an economics relevant to 
problems of control. 

3. The proper subject-matter of economic theory is institu- 
tions.—The demand that economic theory relate to institutions is 
implicit in the plea for its relevancy. If it is to be germane to 
the problem of control it must relate to changeable elements of 
life and the agencies through which they are to be directed. Such 
elements of life and directive agencies are alike institutions, Con- 
trol is exercised by modifying the arrangements which make up 
our scheme of economic life in such a way as better to satisfy our 
needs or our whims. Control is exercised through the peculiar 
agencies which we have at hand. 

A control of particular aspects of economic life requires a 
knowledge of particular institutions. If one would deal intelli- 
gently with inflation, he must understand the organization of so- 
ciety in its financial aspects. This includes a knowledge of the 
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of prices, the place of credit in industry, 
unit for measuring pecuniary values to the 
If one would understand the 
must learn the peculiar features of this 
us devices which together make up its 
place which it takes in industrial society, 
upon any of the many proposals for chang- 
is to enable some of us to make more and 


mic order. 


now the relationship of the things he would 


ion of income. It is not enough to assert 
one receives the value of his services 
ers subject to control are changed, he 
of his services, but he may pocket a dif- 
understand, in addition, the conventions of 
of property, of inheritance, of the dis- 
which make incomes what they are. 
ol of the development of industrial society 
wledge of the bundle of conventions and 
up. The basis of material wealth in 


scheme of natural rights which still in- 
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m, the resolution of all industry into a 
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Such a method of procedure has, quite appropriately, been called 
“economic statics.” Of late years a recognition of the limited 
number of problems upon which such an analysis throws light has 
led to a demand for an “economic dynamics.” This, however, has 
served but to enlarge the older analysis by increasing the number 
of factors to be considered in attempting to understand problems. 
Both alike deal with physically distinct things; both alike reduce 
their problems to mechanical formulas; both alike find solutions in 
equilibria and quantities. 

But the subject matter of economic theory cannot be handled in 
any such way. Competition, property, the price structure, the 
wage system, and like institutions refuse to retain a definite con- 
tent. Not only are things happening to them, but changes are 
going on within them. A law, a court decision, a declaration of 
war, a change in popular habits of thought, and the content of 
property rights is affected. An increased demand for labor, a 
refusal of the nation to allow strikes, an enforced recognition of 
unionism, an establishment of wages upon living costs, and the 
wage system becomes different. Both by a change in its relation 
to other things and by subtle changes going on within, each of 
these institutions is in process of development. And, if this is true 
of particular institutions, it is likewise true of the complex of in- 
stitutions which together make up the economic order. We need 
constantly to remember that in studying the organization of eco- 
“nomic activity in general « as well as in particular, we are dealing 
with a unified whole which is in process of development. 

To this method the terms “historical” and “genetic” are fre- 
quently applied. The first, because of the associations which the 
word history brings up, is particularly unfortunate. It suggests 
an account of things which have happened to the subject of dis- 
cussion during a definite period of time. Its emphasis is wrong 
because it is upon the accidental facts of past associations, not 
upon the essential nature of current reality. If it is rightly un- 
derstood the term “genetic” is much better. But it must not be 
allowed to suggest a far-away, uninteresting, and irrevelant search 
for “origins.” It must mean what the word so clearly implies that 
the thing is “becoming.” Thus used the word “genetic” suggests, 
not a historical account, but a method of analysis. It goes to the 
past only with the end in view and so far as is necessary to ex- 
plain what a thing is in terms of how it came to be. The economic 
system, which is so baffling and unintelligible to us, is not so much 
an interesting group of real things as a curious stream of tenden- 


316 {merican Economic Association 

cies, Ma move slowly, some of them seem immutable. 
Yet the v plicated affair which we call Modern Industrial- 
ism has r a very brief period in human history. If con- 
trol is to ) i, it is not to be by tinkering with this or 
that. It by changing the nature or functions of the in- 
stitutions nl up our scheme of economic life. To insist 
upon treat ich things genetically or as in process is nothing 
more than ist that they are subject to conscious control. 

5. Eco ory must be based upon an acceptable theory 
of human \fter all control and institutions and proc- 
esses ar te things. They can all be translated into terms 
of human « t. ‘The exercise of control involves human activ- 
ity and | rk in the changed activity of others. Insti- 
tutions, s ngly such rigid and material things, are merely con- 
ventional 1 f behavior on the part of various groups or of 
persons in \ iations. ‘The changes which processes reveal 
are merely ges in human actions. It is necessary, therefore, 
that econ theory should proceed from an acceptable theory 
of humar 


In the economics has been fortunate in using a theory of 


conduct in harmony with the general thought of the age. It has 
been unfort te in taking this unconsciously from the common 
sense of th ; rather than arriving at it by careful observa- 
tion and analy This has led to a disposition to preserve it as 
part of a ti nal body of doctrine long after it had ceased to 
have mea » those who had looked at it too critically. In 
no respect s neo-classical economics more nearly resemble the 
body of do from which it sprang than in its theory of the 
individual w nows the alternatives with which he is confronted 
and seeks | vn greatest material good measured in pecuniary 
terms. Th ouch which the economist has added to the 
theory as he took it from the ethicist is in making a pecuniary 
expression of si terest a part of human nature. The extreme 
individuali onality, and utilitarianism which animated eight- 
eenth century thought still finds expression in neo-classical eco- 
nomics. 

In its stead a theory of motives must be used which is in har- 
mony with | usions of modern social psychology. At its 
best the old ry of conduct presented in self-interest nothing 
more than a nket formula, One had to go behind it to find the 
concrete infl s which animated the behavior of individuals. 
At its best it made all activity the result of conscious endeavor by 
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individuals who knew thoroughly their own interests even in an 
environment as complex as ours and who ruthlessly set out to 
attain them. It falls short of explanation because self-interest is 
not a simple thing that can be easily discerned, but a huge bundle 
of conflicting values wherein the present and the future are at 
variance. It assumed that each judgment could be based upon the 
real facts of the situation and could be made in detachment. It 
failed to note that my life and yours is a continuous thing, and 
that what I do today constrains my acts of tomorrow. It over- 
looked the part that instinct and impulse play in impelling one ’ 
along the path of his economic activity. And, most important of 
all, it neglected the influence exercised over conduct by the scheme - 
of institutions under which one lives and must seek his good. 
Where it fails, institutional economics must strive for success. It 
must find the roots of activity in instinct, impulse, and other quali- 
ties of human nature; it must recognize that economy forbids the 
satisfaction of all instincts and yields a dignified place to reason; 
it must discern in the variety of institutional] situations impinging 
upon individuals the chief source of differences in the content of 
their behavior; and it must take account of the limitations im- 
posed by past activity upon the flexibility with which one can act 
in future. 


IV. Conclusion 

The characteristics which have been discussed present a bare 
outline of the case for institutional theory. They all require ex- 
planation, elaboration, and illustration. Another champion 
would doubtless pick out other characteristics, such as the con- 
cept of society which underlies it, its freedom from utilitarian 
bias, its harmony with current tendencies in ethics, psychology, 
and politics, and the reliance which it places upon a scientific 
study of fact. But such things are implicit in the description 
given, which is typical rather than exhaustive. 

It must be readily admitted that like the things with which it 
deals, institutional theory is in process. But it opposes the ac- 
complishments of neo-classical theory with something more than 
mere promises. Here and there is much that can be fitted into a 
theory of the institutional organization of industrial socicty. 
Smith, Mill, Whately, and other classicists have given us much 
which with restatement can be used. The writings of the neo- 
classicists, even those of the type of Clark and von Wieser, are not 
without pertinent material. The English classicists, Marshall, 
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iterials for us; for in England the older 

the general concern which the Austrian 

ity theorists have taken from it. The writ- 
particularly Marx and La Salle, stripped 
to proposals for reform, contain many a bit 
In recent years the English “welfare school,” 
Hobson, Cannan, Tawney, and Clay—if writ- 
nd approached so differently may be grouped 
f their common departure from neo-classical 
ibstantial contributions and have given the 

| statement of a theory of economic order. 
lagged largely because efforts which in 
constructive bent here have been spent in 
il doctrine. Yet H. C. Adams, Cooley, 
to mention only the leaders—have made 
ions to an understanding of our system. Nor 


iy economist. In a rapidly developing society 


rning of the schools tends to become formal 
requires fertilization from thought which 
ittack upon a new problem. The contribu- 
is may be mentioned as a single example of 
yal economist has to offer. 
contributions are amassed, it is doubtful 
1 general description of the economic order 
Ly require a decade or more for a process of 
e a relatively consistent body of thought. 
ie clear-cut, definite, and articulate char- 
theory. Its concern with reality, its inabil- 
me of thought upon a few premises, its neces- 
hanging economic life, alike make its develop- 
from becoming a formal system of laws 
t find in relevancy and truth a substitute 
statement. 
utional theory is uncertain. The history of 
that survival has often depended upon the 
to fit in with the habits of thought of the times. 
lemands formal value theory that avoids a dis- 
economic order is like, institutional economics 
nds an understanding of our relationship to 
we live, it will survive. But survival will be 


evelopment of a theory of the economic order, 
evant to the problems of the times. 
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ECONOMIC THEORY—DISCUSSION 


Water W. Srewart.—I find myself in sympathy with the gen- 
eral point of view expressed by Professor Clark and Professor Hamil- 
ton, and since a discussion of methodology is chiefly an occasion for 
confessing the faith rather than for the purpose of making converts, 
I shall give very briefly my reasons for agreeing with them. 

First of all, the approach to economic problems which they have in- 
dicated comes recommended by the most competent thought in the re- 
lated sciences of psychology and sociology. The economist must avail 
himself of the conclusions of the workers in these other fields and his 
methods must be able to meet their criticisms. Value theorists have 
tried several different devices for meeting the criticism brought against 
their antiquated psychology. They have pointed to the confusion of 
counsel among the psychologists themselves; they have claimed that 
psychology did not matter for economics anyway; and they have 
changed the nomenclature of their hedonistic concepts. What is called 
for, however, is a thoroughgoing revision which will reformulate the 
problems and place the emphasis upon those neglected institutions 
which exercise a controlling influence over our economic life. The 
economist cannot do his work adequately by the use of a hypothetical 
human nature. 

I agree, also, in their statement of the general problem of economic 
theory. The advantage of a clear recognition of the general problem 
by the economists working in the special fields is that as their work 
develops their results will come to constitute a coherent body of theory, 
organized around the central problem of control. In the work now 
being done in banking and in taxation, in problems of labor and of 
valuation, there is implied a body of principles which will make good 
its claim to be economic theory. The detailed analysis of the market, 
already made by value theorists, will find its place in such a body of 
theory, but instead of being studied in logical isolation the market will 
play its réle along with the other agencies of control. 

Perhaps this attitude towards the market as simply one of the in- 


stitutions requiring analysis is the determining characteristic of in- 
stitutional theory. Value theory, whether avowedly or not, has al- 
ways been a search for the controlling causes which underlie the 
market process. The theorist has never been content to let the analysis 
rest on the merely pecuniary level, which he has regarded as super- 
ficial and circular. Institutional theory does not differ in this respect, 
but instead of a normal value or a social value to which market prices 
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tend to conform, institutional theory regards as the fundamental data 
for analysis such underlying institutions as ownership, inheritance, the 
standards of consumption, and the development of technology. These 
phenomena have not been overlooked by the value theorist, but they 
have been put into a separate compartment called “dynamics”; they 
have been relegated to a second volume; and have finally been left un- 
incorporated. These rejected facts are regarded as fundamental by an 
economic theory of the institutional type. 


In one respect I should like to supplement the suggestions made in 


the two papers read. In view of the scale and complexity of our 


present-day industrial society, I believe an adequate analysis of many 
of our problems can be made only by a union of the statistical method 
and the institutional approach. This means the use, in so far as the 
human material of the social sciences permits, of the method of the 
more exact sciences. If institutional theory is to save itself from un- 
verifiable hypotheses and vague conclusions, it must be prepared to 
measure the processes of change wherever possible and to show quan- 
titatively the correlations among them. The institutional analysis, in 
turn, will define more clearly the ends of economic endeavor and keep 
the statistical method from getting lost in meaningless measurements. 
“He who knoweth not what he seeketh understandeth not that which 
he findett The quantitative study of economic institutions I be- 
lieve to be the most fruitful direction for the development of economic 
theory 


Lewis H. Haney.—I desire to say a few words of criticism of the 
papers just presented by Professor Ogburn and Professor Hamilton. 
Professor Ogburn’s statement that economics deals with the individual 
as though he were entirely actuated by selfish motives is not correct, 
in my judgment. This assertion assumes that there is no alternative 
to altruism except selfishness. It is true that economics commonly as- 
sumes that the individual does not act in an altruistic way; but it does 
not assume that all individuals are selfish. For example, when the 
housewife and mother goes to the department store for the purpose 
of purchasing her Christmas gifts, she is acting as an “economic man,” 
and will no doubt higgle shrewdly with the opposing clerk. Never- 
theless she does not have her own interests primarily in mind, but 
those of the child and the husband. In order to make a transaction 
economic, it is only necessary that the parties thereto should not be 
primarily interested each in the welfare of the other. 

Mr. Ogburn’s paper is also open to the criticism of being based on a 
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materialistic philosophy. He regards the individual as a mechanical 
or behavioristic thing; something external comes along and pushes 
the button and out drops the reaction. I think it is safe to say that 
the philosophy of materialism has not been finally established; and 
until it is, any hypotheses built upon it must remain hypothetical. 
Even John Locke, while at bottom a materialist, had to admit “reflec- 
tion” as an independent factor in the human make-up. I for one am 
not prepared to admit that there is nothing in the ego but a passive 
set of reactional capacities. 

With regard to Professor Hamilton's paper, I would call attention 
to the fact that it seems to stand for about the same things that the 
historical school long ago stood for; and I believe that the so-called 
“institutional economics” will be no more fruitful now than it was 
fifty years ago. To be sure the emphasis of the institution was needed 
then, and it is doubtless well to emphasize it now. I believe, how- 
ever, that Professor Hamilton will not be able to develop any laws 
or build a science, but that his proposal will merely lead to an ever 
changing description of an ever changing environment. 

The paper seems to overlook the difference between economics and 
other social sciences. No one will deny that the various social sciences 
are closely inter-related; but many will hold that it is a wise division 
of labor that the economist should confine his attention to economic 
motives and economic values. There are different levels of valuation, 
so to speak—ethical, political, religious, aesthetic, and economic. 
There is ample room for a distinct and separate science of economics 
to deal with this last class of values. 

I would appraise the episode created by this group of papers as be- 
ing one of a long series of reactions against the tendency on the part 
of certain economists to reason too abstractly. This discussion may 
be regarded as a sort of “the morning after” the Austrian School. 


B. M. Anperson, Jr.—Chiefly because my expectations were very 
high, I must confess to some disappointment in the degree of definite- 
ness in what has been presented this afternoon by Professors Hamil- 
ton, Clark, and Stewart. I have looked forward for over a year to 
this session hoping that they would make clear precisely what they 
propose in the matter of the reorganization of economic theory. That 
they have new and significant ideas I am perfectly sure, becanse at 
those points where I understand them I recognize new and significant 
ideas, but I am still far from clear as to the full drift. I should like 
to ask them some questions. Are they proposing a new and exclusive 
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method of ap hing economic theory? In proposing a new method, 
do they propose also to scrap the old’ methods? In particular, do 
they p1 to abandon the methods of the static analysis,—the 
main bod r e the ry which has been elaborated by Adam Smith, 
Ricardo, l] hn B. Clark, Fisher, Fetter, Marshall, Bohm-Bawerk, 
Wieser, and others? When they say that static theory is not enough, 
I find myself in full accord. But if they propose to scrap static theory 
entirely | substitute for the notion of the equilibrium of contempo- 
rary for , purely genetic or historical method, I am unable to go 
with the contrast which they emphasize between two types of 
economic theo ; significant. It has appeared again and again in 
the hist f economic thought under various forms which do not 
always run on all fours. Typical of this contrast would be the fol- 
lowing: sta vs. dynamics; the cross section view vs. the historical or 
genetic vy t] eory of goods vs. the theory of prosperity; long- 
run vs. sho n laws; normal ys. transitional tendencies; temporal 
vs. logical priority; causation as a temporal sequence vs. causation as 
timeless | 11 relationships. The contrast, however presented, is 
fundamental either term of the contrast, however, gives us a con- 
plete picture of the economic process. We must have a higher syn- 
thesis w 1 will bring the terms of these contrasts into relation to 
one anot! f we are going to have a unified science of economics.’ 


static analysis has been more fully worked. out than 
have the dynamic tendencies. Probably more will be done in the next 
generation in the development of new dynamic theory than in the de- 
velopment of new static theory. I am convinced, however, that it is 
possible to generalize statics and to generalize dynamics in such a 
way as t ike it possible for us to look at most problems from both 
points of 

I venture to suggest, moreover, that the gentlemen who have pre- 
sented the doctrines of the new school to us this afternoon are in fact 
good static t ts. They make use of the principles of the static 
analysis in their own work. I would refer here specially to Professor 
Clark’s work on railway rates, though all three of the gentlemen have 
from tin time been guilty of this archaic mode of thinking! Pro- 
fessor Mitchell in his Business Cycles has largely dispensed with the 
static anal as the problems with which he was dealing lend them- 
selves peculiarly to a different method. Professor Veblen has made 
Chapter XXV of my Value of Money called “The 

nd Dynamics” for an elaboration of this notion. 
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large use of the genetic method, but he has also, I think, employed 
static notions very freely, particularly in his Theory of Business En- 
terprise. 

I think there would be little dissent from the proposition that the 
old historical method of the Germans, where exclusively pursued, has 
given us few new significant generalizations. Knies would be listed 
as one of the leaders of the German historical school, but his influence 
has been greatest through his book on Geld und Kredit, which is largely 
theoretical and in a considerable measure static. 

In conclusion, let me urge that, whatever constructive program may 
be laid down by the new school, they do not take a negative attitude 
toward methods which they themselves prefer not to use. Men's minds 
differ greatly, and the tools of thought which are useful for one man 
may not be useful for another. The real test of methodology must be 
the product in causal theory which has fruitful application. 


Rejoinder by J. M, Crarx.—Professor Fetter claims that I do not 
understand static theory in that static theory emphasizes its own limi- 
tations. Nobody realizes more clearly than I do that as compared to 
theory which is unconsciously static, any theory which announces its 
static character takes a long step in the right direction. But a sign 
which announces: “This happy valley is not the whole world” does 
not take the place of explorations outside the happy valley, no mat- 
ter how many exclamation points there are on the sign. 

One of the speakers protests that we must not scrap static doctrines. 
Nobody has proposed to scrap static doctrines, and in my own paper 
I spent some time showing that, by the pragmatic standard which I 
am advocating, these doctrines have a large and important measure of 
truth, for certain limited purposes. 

In reply to Professor Anderson’s question as to what I am really 
driving at, I consider that I am continuing the work which my father 
undertook, of developing dynamic economics, but that we differ as to 
method. Instead of starting with static doctrines and modifying them 
to allow for dynamic elements, it seems to me necessary to start with 
the static premises and revise them. The change that results is well 
characterized in his own book, The Philosophy of Wealth, in a passage 
where he is speaking of the effect of introducing a correct “anthrop- 
ology” (or psychology), and says that it is rather chemical than me- 
chanical.? 

1I should like with the editors’ permission, to reply under “leave to print” 


to one point to which it seemed difficult to reply on the floor, because it con- 
cerned the character of my own writings. Professor Anderson says that 
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In connect with Professor Ogburn’s paper, there has occurred to 
me a hypothesis which would support a different interpretation of the 
material he presents. Suppose that an underlying fighting instinct, or 
a race antipat re for that matter even a carefully cultivated resent- 
ment, is in conflict with standards of conduct which condemn wanton 


attack. The suppressed and perhaps unconscious longing for a fight 


can only be rationalized if some motive for fear or hatred is discovered, 
and some su sus belli becomes a necessity. Economic rivalries will 
do (even tl he stakes are absurdly small compared to the costs 
of the gan their importance is magnified by vague phrases like 
“A Place in t In In such a case means and end would be re- 
versed when the people came to explain their action. “A good war 
justifies any ca Is there not possibly a good deal of this in the 
psychology of those masses who support a war, as over against the 
relatively fev » stand to gain directly and substantially? 


Professor Hamill 1 myself have not produced anything that gives a 
sample of th eth we advocate sufficient to justify the stand we have 
taken. The ticism seems somewhat irrelevant. My claim is that the prin- 
ciples I have ed are tools that workers in social economics actually use. 
I have found them work in many books in practical subjects in many and 
varied form e also found the disregard of them responsible, m one 
form or anot irge part of the bad thinking on such subjects. As 
for my own art vhich attempt to develop and use these principles, I know 
that Professor Anderson has read some of them, but I infer that they must 
have been at » those very painful experiences which Professor Ogburn says 


we tend to f 
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THE “OPEN DOOR” AND COLONIAL POLICY 


By CuLBertson 


MEMBER 
United States Tariff Commission 


The principle of the open door does not imply free trade nor 
even low or revenue tariffs. It implies actual equality and uni- 
formity of treatment in import and export duties, harbor dues, 
customs regulations, distribution of raw materials, and oppor- 
tunities for investments or concessions. It may be made applicable 
in any dependent colony or even in a country, such as China or 
Persia, where outside governments are backing the commercial 
and financial interests of their nationals in their competition for 
trade, investment, or concessions. 


Old and New Colonialism 


The old colonial system of the sixteenth and seventeenth centu- 
ries was based on monopoly, exclusion, and the “closed door.” 
Colonies were conceived to exist solely for the benefit of the mother 
country. Mercantilist statesmen looked upon them as a means of 
enriching the nation. The mining of the precious metals was en- 
couraged. Navigation laws made colonial shipping a national 
monopoly. Colonies were required to sell their produce to, and to 
purchase their supplies from, the mother country. Trade and 
colonial rivalries developed into wars. The British fought suc- 
cessfully in turn the Spanish, the Dutch, and the French, and laid 
the foundations of a great empire. It was an age full of heroic 
achievements but ruled by ideals of combat and dominance, which 
can find no place in any just plan of world affairs. 

The latter part of the nineteenth century witnessed a revival 
of colonial policy as epochal as the old colonialism. It came as 
one of the results of the later phases of industrial revolution. 
Mechanical invention and business organization increased produc- 
tion; goods were exported to foreign markets; capital accumu- 
lated and sought investment. Colonies, protectorates, and spheres 
of influence became desirable. Politics began to interest itself in 
the commercial and financial conditions of distant countries. 

When this revival of colonial interest began, Great Britain dis- 
covered that she had under her flag some of the most desirable 
parts of the earth’s surface. France retained only a shadow of 
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her seventeenth century empire. The colonies which the Dutch, 
the Portuguese, and the Spanish still held were but remnants of 
their former domains. But there were large portions of the world 
uncontrolled by any great power. South America was closed to 
European political interference or control by the Monroe Doc- 
trine. Africa offered the greatest opportunities for colonial ex- 
pansion and its partition began. Great Britain enlarged her 
possessions. France again became a great colonial power. Leo- 
pold of Belgium, the Italians, and the Germans, each obtained a 
share of the dark continent, and the Portuguese renewed their in- 


terests in holdings and claims neglected for years. Nor did the 


islands of the sea nor Asia escape the colonizing fervor. Oceania 
| the integrity of China, Persia, and other Asiatic 


countries threatened. 


was taken over an 


Declarations tn Favor of the Open Door 


The Berlin Conference of 1884-85 met for the purpose of ad- 
justing the rivalries of nations in the Congo Basin. Its signifi- 
cance in our discussion is that it emphasized the importance of 
the open door in international relations. France and Portugal 
had been competitors in the Congo and the African International 
Association had at the same time tried to establish an independent 
dominion. Fearing the encroachment of her rivals, Portugal 
sought British support and negotiated a treaty which guaranteed 
Portuguese territorial integrity and at the same time promised 
free trade in the colony. This treaty, however, was opposed by 
nearly all of the nations, and when it failed Bismarck called the 
Berlin Conference together in the hope that a settlement might be 
reached with reference to the whole Central African question. In 
opening the first session Bismarck said: ‘The fundamental idea 
of this program is to facilitate the access of all commercial na- 
tions to the interior of Africa.” There was a general acceptance 
at this assembly of the Powers to the proposition that a free zone 
should be established, and the greater part of the discussion re- 
lated to the delimitation and the neutralization of the territory 
affected. The principles established were: that trade should be 
free to all nations in the Basin of the Congo, including certain 
territory east and west to the Indian and Atlantic Oceans,’ with 

1 The territory t ie west was a comparatively narrow strip, whereas on 


the Indian Ocean the free trade zone reaches its greatest extent, north and 
south. 
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free access to ports and to the Congo and its affluents; that navi- 
gation fees, equal for all, be allowed to cover costs of improve- 
ments; that “import duties” be prohibited ;* that no commercial 
monopoly or privilege should be granted; that foreigners should 
in all cases enjoy the same rights in the region as citizens of the 
sovereign power; and that the execution of these provisions should 
be in the hands of an international commission. This commis- 
sion, however, was never appointed and administration was left in 
the hands of the states holding territory in the zone. 

Passing over a number of treaties between two or three nations, 
the most important of which is the one between France and Great 
Britain in 1898 applying for 30 years the open door policy to 
some one million additional square miles of African territory, we 
come to the Algeciras Congress of 1906, in which again the lead- 
ing European powers considered the question of commercial equal- 
ity—this with reference to Morocco. <A uniform import duty of 
121% per cent, applicable to the goods of all nations, was agreed 
upon. A state bank was established under international control. 
All concessions and contracts were to be let publicly without dis- 
crimination. In case a contract for a government work was to be 
let, the diplomatic representatives of the powers entering into the 
agreement were to be notified. In general, the conference agreed 
to the principle of the open door in all commercial and financial 
matters. 

In the diplomacy of the Far East the principle of equality in 
commercial matters was recognized when Secretary of State, Hay, 
on September 5, 1899, requested and later received from the na- 
tions holding “spheres of influence” in China the pledge that they 
would maintain the open door as to customs duties, harbor dues, 
and railroad rates. In the preamble of the Anglo-Japanese Alli- 
ance, signed January 30, 1902, Japan and Great Britain reas- 
serted their adherence to the open-door principle to the effect 
that they were specially interested “in securing equal opportuni- 
ties” in China and Korea “for the commerce and industry of all 
nations.” 

The “open door” is the antithesis of the policy that colonies 
exist for the exclusive benefit of the mother country. It recog- 
nizes the interests both of outside nations and of the colony it- 
self. It establishes the principle that no nation, because of politi- 


In 1890 the Brussels Anti-Slavery Conference permitted a 10 per cent 
import duty in the Congo zone. 


} | 


328 {merican Economic Association 


cal control or military power, has a right to exclude other nations 
from participation in the economic development of the less ad- 
vanced parts of the world. 


The Open Door in Practice 


Much of the difficulty with the open-door policy has resulted 
from a failure to recognize and to acknowledge its full implica- 
tions. In many quarters it has received lip service but in practice 
has either been evaded by secret devices or modified by so many 
exceptions that it has become little more than an aspiration. The 
conclusion must not be jumped at that, because international con- 
ferences, diplomatic notes, and treaties have proclaimed the open 
door, the door has remained open. A discussion of the ingenious 
methods by which the door has been closed would extend far be- 
yond the scope of this address. It would include the story of the 
railroads, and other concessions of China, and of the development 
of trade and finance in Asia and Africa. Under Leopold, for ex- 
ample, free trade in the Congo Free State was all but nullified by 
the prohibition of trading on the domain of the state and on the 
lands of companies holding concessions,—in other words, the 
greater part of the country. Passing with only brief mention this 
aspect of the open-door problem, I can not too strongly empha- 


size that it is the secret and concealed influence of governments 


working in or coéperating with trading companies and nominally 


private concerns which hold railroad, mining, and timber conces- 


sions that presents the most serious menace to equality of com- 
mercial and financial opportunity. 


Dutch Colonial Policy 

Since tariffs have played a large part in the discussion of the 
open-door policy, it may be profitable to examine the policies pur- 
sued by different countries. The Netherlands may be mentioned 
first since their colonial empire is one of the oldest and since, so 
far as the published tariffs show, there are no preferences. The 
Dutch possessions are in the East and the West Indies. Java is 
the most important colony. The open door prevails in the colonies 
and the low revenue tariff of the mother country gives no special 
advantage to colonial products. 

British Preference 

All the dependent colonies of Great Britain, including India, 

have import tariffs embodying the open-door principle. Great 
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Britain, however, has recently levied export taxes on palm kernels, 
raw cocoa, and jute when exported from West Africa and India, 
and these taxes are remitted if the exports go to any portion of 
the British Empire. 

Reference should be made to the preferential tariffs of the self- 
governing British dominions, although their tariffs do not techni- 
cally belong to a discussion of the open door, since they are en- 
tirely independent in their fiscal policy. Discussion of them is 
more relevant under most-favored-nation treatment. 

Great Britain, it should be said in justice to her, has never 
urged or even encouraged the establishment of preferences in her 
favor. A minority in Great Britain has favored the extension of 
imperial preference to the products of the rest of the Empire when 
imported into Great Britain, and some resolutions have been 
adopted favoring preferences. But the British Government is not 
likely for political reasons to place a tariff on foods and raw ma- 
terials, and it is preferences on these which would most benefit the 
dominions. 

Australia grants preferences in her tariff to the United King- 
dom and to South Africa. In New Zealand the general tariff is 
the preferential tariff and is applicable to goods from all parts 
of the British Empire. Countries outside the Empire pay a sur- 
tax. In the case of the South African Customs Union, the regular 
schedule applies to foreign goods and the preferential rates to 
goods from the United Kingdom and reciprocating British do- 
minions. Canada has three schedules on imports. The lowest 
rates, giving a preference of about one-third of her customs duties, 
apply to the whole of the British Empire except Newfoundland, 
Australia, Gibraltar, Cyprus, Hongkong, and Malta. Canada in 
turn receives compensating preferences from South Africa, New 
Zealand, and certain of the British West Indies. The intermedi- 
ate tariff may be granted, in whole or in part, in return for re- 
ciprocating concessions, and also to countries entitled by treaty 
to most-favored-nation treatment. It is enjoyed in part by 
French, Belgian, Dutch, and Italian goods. The third schedule is 
the general tariff and is paid by all other countries including the 
United States. 

These preferences within the British Empire are justified, by 
their defenders, on the ground of political and sentimental ties. 
They are, it is asserted, purely of domestic concern. But the same 
argument might be used for discriminatory reciprocity treaties 
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between nat Should the arrangement between the United 
States and Brazil be considered objectionable from an interna- 
tional standpoint, equally so are British preferences, Although 
technically Great Britain has a veto on legislation in the Domin- 
ions, they ma) practice enact any laws, including tariff or other 
fiscal laws, which they desire whether Great Britain approves or 
not. No other political units exist in the world which are com- 
parable with tl They are sui generis. But being nations for 
fiseal purposes, should they decline to accept the responsi- 
bility of nations in matters of commercial policy at the same time 
that independent nations are asked to do so? If discriminations 
are objectional n one case, are they not objectionable in the 
other? Should the British Empire insist on preferential arrange- 
ments between its self-governing parts, there seems no tenable 
justification for asking other self-governing parts of the world to 
give up thei criminatory measures. 


German Colonial Policy 


Germany « red late into the race for colonies. She was in- 
spired to enter by many motives, but chiefly by the desire for 
commercial advantage. Other industrial countries had tropical 
and sub-tropical colonies which supplied raw materials and which 
furnished markets and opportunities for the investment of capi- 
tal. Preferential tariffs in colonies and the possibility of the 
extension of the policy of exclusion to other colonies and to 
“protectorates” impelled Germany to seek political control over 
parts of the world. Dernburg, the German colonial secretary, 
said: “A country’s own colonies become an instrument of com- 
mercial policy, since a nation secures rights and privileges in for- 
eign colonies when one can offer corresponding rights and 
privileges in her own colonies.” Germany’s first colony was ac- 
quired in Africa in 1884; the last important one, Kiau-Chau in 
Shantung, was taken from China in 1897.° Her colonial empire 
included Togo, Kamerun, German Southwest Africa, German East 
Africa, German New Guinea, Kiau-Chau, and certain small islands 
in the South Pacific,—in all just over a million square miles, 

The published tariff rates of German colonies show no prefer- 
ences. German goods received no preferences in the colonies; co- 
lonial goods received no preferences in Germany. But the ques- 

3The Caroline Islands were acquired by treaty Oct. 1, 1899, and the 
German claim to hare of Samoa was recognized by treaty, Nov. 14, 1899. 
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tions may be raised: Were there any concealed preferences? And 
if not, what motive led Germany to pursue an open-door policy? 

Preferences may be concealed by arranging the free list in order 
to exempt from import duties articles predominantly of German 
origin; by placing relatively lower duties on goods which are im- 
portant in the commerce between the colonies and the mother coun- 
try; by administrative regulations which, although apparently ap- 
plying to all equally, favor German goods. On such practices 
evidence is very difficult to obtain, but it seems safe to say that 
there is no evidence that Germany ever closed the door in her 
colonies. 

The Berlin Act of 1885 prohibited discriminations in the Congo 
Basin, which was defined to include German East Africa and part 
of the Kamerun. There was also a selfish motive for refraining 
from adopting preference. Germany was not in a strong position 
in regard to colonial policy. Had she adopted preference, it 
might have led to retaliation by such colonial powers as Great 
Britain and France; and in that case Germany’s loss would have 
been out of all proportion to the gain from preference, as her 
colonies were insignificant and undeveloped in comparison with 
the older and richer colonies of France and Great Britain. 


Italian Colonial Policy 


Italy, like Germany, did not begin to seek a colonial empire un- 
til the better parts of the earth’s surface were preémpted. The 
Italian colonies—Eritrea, Somaliland, and Libia—were acquired 
in the order named. The colony of Eritrea attained its present 
boundaries, approximately, by 1900. Somaliland includes the 
colony proper, and to the north several protectorates. It was 
acquired in 1889, with the exception of the four chief ports of 
the southern part, which were leased in 1893 from the Sultan 
of Zanzibar and purchased in 1905. Libia was annexed by decree 
of November 5, 1911, though the treaty of peace with Turkey was 
not signed for almost a year and guerilla warfare continued even 
later. The commercial importance of these colonies is insignifi- 
cant. Exports are small and the total trade of all three does not 
exceed 20 million dollars per annum. 

The tariffs of these Italian colonies are low. Preferences in 
favor of Italian products exist in both the import and export 
schedules, and colonial goods enjoy some preferences in the Italian 
market. For our purpose a few examples will suffice. Italian 
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goods when entering Eritrea pay only a statistical tax of 1 per 
cent as against 8 to 15 per cent paid by foreign goods. The im- 
ports of Italian cottons have greatly increased, whereas the im- 
ports of foreign cottons have declined. The same tendency is 
seen in cotton imports into Somaliland, where Italian goods also 
enjoy a preference. Certain articles, particularly hides, exported 
from Somaliland to Italy have a preference in the export taxes, 
There is a tendency to increase preferences, and they have begun 
to appear in the Libian tariff. 


French Colonial Policy 

France’s colonial empire includes extensive areas and a divers- 
ity of peoples. In Africa, where by far the largest territory is 
controlled, it includes Tunis, Algeria, Morocco, large sections of 
west and equatorial Africa, and Madagascar; in Asia the chief 
possession is Indo-China; and in America and Oceania possessions 
are held, the most important of which is New Caledonia. 

French colonies may be classified for tariff discussion into as- 
similated, open-door, and special régime colonies. Although there 
are some exceptions, those of the first group have the same tariff 
as the mother country, and with France they not only enjoy free 
trade, but are assimilated into a common customs union. These 
colonies are Algeria, Indo-China, Tunis (in part), Madagascar, 
Reunion, Martinique, Guadeloupe, New Caledonia, Guiana, and 
Gaboon. In the second group, the open-door colonies, there are 
very low, or no, tariff duties. Generally, their goods pay the 
minimum rates when imported into France, but there are a few 
special preferences. These colonies are Morocco, Somaliland, 
Dahomey, the Ivory Coast, French India, and Equatorial Africa 
outside of Gaboon; to which French tariff policy adds also the 
New Hebrides.* The third group, the special régime colonies, 
have special tariffs containing some preferences. They are West 
Africa (excluding Dahomey and the Ivory Coast), Oceania, and 
St. Pierre and Miquelon. 

The assimilated colonies are France’s most important colonies. 
As they are in customs union with France and levy, therefore, the 
high duties of the French tariff on foreign goods, the discrimina- 
tion in favor of French and French colonial products is 100 per 
cent. In the special-régime colonies the discrimination is equally 

4The New Hebrides are under the condominium of France and Great 
Britain and are not technically a French colony. 


| 
f 
i 


The “Open Door” and Colonial Policy 333 


great but the rates are lower. There are, however, additional 
duties such as consumption duties and the octroi de mer which are 
paid by French as well as foreign goods, 

In French markets the products of the assimilated colonies (ex- 
cept pepper and sugar) enjoy a preference of 100 per cent. On 
imports from certain open door and special régime colonics prefer- 
ences are allowed on some products. 


The Open Door in the Philippines 

Article IV of the Treaty of Paris, which in 1898 brought to a 
close the Spanish American War, provides: 

“The United States will, for the term of ten years from the date of 
the exchange of the ratifications of the present treaty, admit Spanish 
ships and merchandise to the ports of the Philippine Islands on the 
same terms as ships and merchandise of the United States.” 

Connected with this article occurs probably the first mention in 
American diplomatic correspondence of the words “the open door.” 
The protocol shows that the Spanish commissioners asked: 

“Is the offer made by the United States to Spain to establish for a 
certain number of years similar conditions in the ports of the archipe- 
lago for vessels and merchandise of both nations, an offer which is 
preceded by the assertion that the policy of the United States is to 
maintain an open door to the world’s commerce, to be taken in the 
sense that the vessels and goods of other nations are to enjoy or can 
enjoy the same privilege which for a certain time is granted those of 
Spain, while the United States do not change such policy?” 

The American commissioners replied: 

“The declaration that the policy of the United States in the Philip- 
pines will be that of an open door to the world’s commerce necessarily 
implies that the offer to place Spanish vessels and merchandise on the 
same footing as American is not intended to be exclusive. But the 
offer to give Spain that privilege for a term of years, is intended to 
secure it to her for a certain period by special treaty stipulation, 
whatever might be at any time the general policy of the United States.” 

No tariff discriminations were inserted in the tariff legislation 
on imports adopted by the United States military authorities for 
the Islands. Certain preferences were allowed, however, on raw 
materials exported from the Philippines in which certain industries 
of the United States were interested. Upon the production of 
evidence of consumption in the United States, the Philippine ex- 
port taxes on hemp, copra, sugar, and tobacco were refunded. 

The United States Tariff Act of 1909 established free trade be- 
tween the Philippines and the United States with a few exceptions 
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(which were omitted in the tariff act of 1913); that is, no import 
duties w to be assessed on domestic product of either the United 
States or the Philippines when entering the ports of the other, 
Thus Cor definitely abandoned the open-door policy. For 
some years prior to 1909 there had been a few preferences to such 
Philippine products as sugar. The Philippine Tariff Act of Aug- 
ust 5, 1909 by the United States Congress, contains the 
rates of which are to be levied on imports in the Philippines 
from ci ther than the United States. The tendency of 
this tar t is said, was to exclude foreign competition with 
American ]} n the Philippines, and the act was, therefore, 
opposed y by some classes in the Islands. 

Somet! ould be said as to the economic effect of prefer- 
ential ar ents, and our arrangement with the Philippines 
may be | to illustrate tendencies which are present in all the 
preference hic] have considered. 

In t! e of those commodities in which the imports from the 
United § o the Philippines would not dominate, but would, 
nevertheless, ibstantial, the provisions of the Philippine Tariff 

ubsidy to the American exporter at the cost of 

onsumer. Philippine prices would be determined 
. which had to pay the Philippine duty. On 
American commodities which, because of their superiority in qual- 
ity or } , dominate the Philippine market, the result of the 
tariff would be negligible; the tariff rates on foreign products 
would be m¢ nominal and the articles would sell in the Philip- 
pines on the basis of free imports, provided, of course, there is 
free competition. American commodities which were dearer than 
foreign products, yet able, by virtue of the tariff preference, to 
displace t n the Philippine market, would command a higher 
price in the Philippines than would be the case if imports from all 
countries we! ee. In this case the Philippine consumer would 
lose, with here being any compensation in increased revenue 
to the treasury of the Islands. 


Tariff of China and Siam 
We can not discuss the tariffs of dependent colonies without 
thinking of the tariffs of China and Siam. These countries have 
had practically no voice in the making of their tariffs. Tariff 
rates were fixed for them in treaties concluded more than a half 
century ago, and it requires only a glance at their rates to see 
that they made not in the interests of the people of China 
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and Siam, but in the interests of those nations which want to ex- 
port goods. There are those who believe that simple justice re- 
quires that China and Siam be granted tariff autonomy. If this 
does not seem practicable at the present time, the treaties should 
at least be revised in such manner that the economic and revenue 
needs of these countries may have first consideration. An inter- 
national commission now has the Chinese tariff under consider- 


ation. 


Home Interest in Tariff Legislation 


Tariffs of dependent colonies and of China and Siam should be 
made not in the interests of the leading commercial nations 
which have goods to export, but in the interests of the people 
who are directly concerned. ‘These interests in such cases fre- 


quently coincide; tariffs chiefly for revenue are here as a rule de- 


sirable. But these interests do not always coincide. <A higher 
tariff in China would unquestionably contribute to her financial 
and political independence. India also furnishes an interesting 
case in point. The Lancashire cotton manufacturers have always 
opposed a tariff on cotton goods imported into India. When an 
import duty was levied on cotton products in India, an excise tax 
equal to the import duty was levied on the production of cotton 
goods in India. So far did the government go in its effort to 
eliminate even the suggestion of protection from India’s tariff. 
Indian opinion, however, was hostile to this situation, Japanese 
competition was becoming increasingly severe. After long agita- 
tion, in March, 1917, the duty on cotton goods was raised from 
314 per cent to 714 per cent without a corresponding increase in 
the excise tax. There seems no good reason why the tariffs of de- 
pendent colonies should not be framed upon the same principles as 
the tariffs of independent nations. Both the revenue and indus- 
trial needs of the peoples directly affected should be given first 
consideration. 


Preferences—an International Problem 
Whereas the highness or lowness of a tariff should be determined 
solely with regard to the interests of the people directly affected, 
preferences in tariffs (and in other commercial and financial mat- 
ters too) are international problems. They are necessarily sub- 
jects for international discussions and perhaps decision. The in- 
dustrial value of preferences to the favored nation and the ma- 
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ded nation have no doubt been exag- 
nation discriminated against is ag- 
Retaliation is planned and put into 

w and bitterness and hostility are en- 

It can no longer be said that a special 

n two peoples is their concern alone. 

hat preferences between a nation and its col- 
problems, ‘To take such a position is 
quarely one of the most fruitful sources 
(he disposition of the subject depends 
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jaterial advantage that political power 
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said, with considerable justification, that nations which carry out 
their international obligations in good faith are at a disadvantage 
in competition with nations which do not hesitate to evade the 
spirit while accepting the form of the open-door principle. Con- 
cealed discriminations may be made in tariff classifications by 
which products which are peculiarly the products of the mother 
country or colony are favored under an appearance of equality; 
in undervaluations of home products; in customs regulations; in 
port and navigation rules; and in the even more subtle way of 
financial and political control. A government may even disguise 
its discriminatory policy by operating through nominally private 
banks and corporations. Faced with these conditions some public 
men have proposed to abandon the equality-of-treatment principle 


and to attempt the use of retaliatory measures for the purpose of 


removing concealed discriminations by other nations. In clear 
cases where negotiation has failed it is justified, but as a general 
policy such a step is objectionable. Rather should the nations, 
recognizing the desirability of the open-door principle, make it 
effective by devising as a supplement to it machinery which will 
ferret out and bring into the open these objectionable and con- 
cealed discriminations. 

When we turn to the consideration of possible exceptions to the 
open-door principle, our problem becomes more controversial. 
Cases undoubtedly exist where geographical or political ties, or 
the two together, justify, even from an international standpoint, 
preferential arrangements or a customs union. Among these may 
be mentioned the United States, in which the states are contiguous 
geographically and bound together by an indissoluble political 
union; the Zollverecin established among the German States in 
1834;° and the customs union of the states of Australia. A cus- 
toms union or preferential tariffs would also be justified among 
the states of Central America. If eastern and southeastern Eu- 
rope is in the future broken up into small nationalities in order 
to satisfy the many national aspirations of those peoples, their 
vital interests may require the adoption of a common commercial 
policy among them. Cuba and Hawaii are economically a part of 
the United States and bound to this country by peculiar political 
ties. To refuse in their case a close economic union with the 
United States would be unjust to them. Even Algeria may per- 
haps reasonably claim inclusion in a customs union with France. 


5It was gradually extended to include more German states and was com- 
pleted in 1871. Hamburg and Bremen were added in October, 1888. 
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Just wher » the establishment of customs unions and 
preferenti ts shall be placed depends on what is de- 
sirable fro ndpoint of international good-will. The in- 
terests of v il units dependent on others and the funda- 
mental polit eographic relationships should be carefully 
weighed. | le to suggest, however, that mere political 
ties betwe s widely separated is not alone enough 


to justify | From the standpoint of world harmony, 
then, no J t n be found for preferences, for example, 
between the | States and the Philippines, Great Britain and 
Australia, Ii rea, or France and Indo-China. 

It is one ¢ r, to admit that exceptions are necessary, 
and quite a » determine what the exceptions are to be. 
If each na t to determine independently what exceptions 
to the ge! ild exist, the general treaty will put us lit- 
tle further we are today. Plausible grounds, geo- 
graphic o n always be alleged for preference and the 
exceptions V y the rule. Here, as in the case of concealed 
discrimina ive a problem for international investigation 
and possibl 


ry of an International League 

Both con iminations and open exceptions to the gen- 
eral rule of loor raise immediately the question of the 
machiner} pted by nations for their joint action. We 
can not he! the details of the League of Nations, but 
some pha Dp bilities should be suggested in relation to 
preferences open door. No international league will 
spring into exist full-fledged. A plan too ambitious for the 
present | troy itself. Nations will not immediately 
yield up t of sovereignty which the more pretentious 
plans for a | f Nations call for. Years of education and 
experiment ead of the world before the tradition, the 
sanction, ernational will come into being which are 
necessary | prehensive world state a success. The im- 
mediate pi determine the steps which now should be 
taken toward tional government, for real progress depends 
on knowing | the world will accept at the present stage of 
its development following proposals are, therefore, made as 
suggestive g ward permanent peace: 


1. That ¢ il principles, governing as many subjects as 
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possible, be enumerated in general treaties signed by all the na- 
tions. For example, instead of leaving discriminations and pref- 
erences to nations bargaining two by two, or to special confer- 
ences, the nations should adopt by general treaty the principle of 
the open door and unconditional most-favored-nation treatment. 

2. That there be established with ample funds to support them, 
a series of advisory and administrative commissions, whose duty 
it will be to investigate and give publicity to matters of interna- 
tional concern and to administer any task laid on them by the 
final treaties. 

8. That the peace treaty provide for the reassembling from 
time to time of the delegates of the nations, and that at these 
periodic meetings these representatives have power on their own 
initiative, or on the recommendation of any one of the inter- 
national commissions, to revise or extend any provision of the 
final treaty and resubmit their revisions to the nations for ratifi- 
cation, 


International Commissions 


In the world out of which the great war sprang as inevitably as 


sparks fly upward, a nation aggrieved by shipping, trade, or 
financial discriminations had only the alternative before it of sub- 
mitting or retaliating. If it submitted, it nursed its grievance in- 
to suspicion and hatred; if it retaliated, the world witnessed a 
commercial war which increased ill feeling. The need was great, 
and now, after the war, is even greater for international commis- 
sions which will investigate and offer a solution to these commer- 
cial rivalries before they result in conflict. The Allied Maritime 
Transport Council, which has rendered such genuine service dur- 
ing the war, suggests the field for an international shipping com- 
mission. The food and raw material Executives of the Allies may 
be regarded as the beginnings of the organization for handling 
world problems concerning food and raw materials. Anarchy, be- 
fore the war, reigned almost supreme in international trade rela- 
tions. Because there were no international standards of competi- 
tion, the only restraints on unfair practices by great export syn- 
dicates were those exercised by nations, and they were ineffective. 
An international trade commission could be of great service in 
making competition between nations fair. Investments and con- 
cessions in politically backward countries should also be under an 
advisory commission, which would view the problem in the light of 
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international 1 n international tariff commission, as the 
discussions lress indicate, is imperative. It would act 
as an arbit f disputes between nations, give publicity to 
concealed , investigate and report on the economic 


phases of ns to the general rule of equality of treat- 
ment and y, and at stated times submit, as should the 
other inte ssions, its reports and findings to the 


reassemblk the nations. 
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THE OPEN DOOR AND COLONIAL POLICY—DISCUSSION 


J. T. Cremer.—I am thankful for having been asked to say a few 
words in reply to the interesting paper read by Mr. Culbertson, show- 


ing so clearly that the open-door policy in the colonies is one of the 


economic bases for permanent peace. 

The learned speaker showed clearly that many of the colonies, which 
were originally “conceived to exist solely for the benefit of the mother 
country” are yet far from being now held in trust for the benefit of 
the inhabitants of those colonies; they are far from seeing their doors 
opened, in order to give entrance to nations—other than the mother 
country—to participate in the economic development of the less ad- 
vanced parts of the world. In fact, nearly all the nations mentioned 
have either preferential custom-tariffs or they discriminate in other 
ways in favor of the mother country. It is remarkable that mother 
countries, most prone to give equal rights and freedom to their own 
citizens, countries which are looked upon as the bulwarks of religious 
and political freedom, do not feel that the far-away souls they have 
charge of claim not only that same freedom but also economic freedom. 

The speaker first referred to the Dutch Colonial Policy, but least 
was said about it. This silence however is eloquent: “So far as the 
published tariffs show,” he said, “there are no preferences. . . . The 
open door prevails in the colonies and the low revenue tariff of the 
mother country gives no special advantage to colonial products.” 

This is quite true and unpublished tariffs do not exist. The home 
and the colonial tariffs, I understand, will be published in the Free 
Trade Journal. 

I now beg to be permitted to explain briefly: (1) why the Nether- 
lands adopted this policy; (2) what the results are; (3) what con- 
clusion is to be drawn—a conclusion, which, I fear, differs with respect 
to the colonies inhabited by colored natives slightly from that of Mr. 
Culbertson. 

1. I frankly admit that the colonial policy of Holland, executed 
chiefly by the Chartered East Indian Company, originally had more 
in view the benefit of the mother country than that of the natives, and 
I should not like to take the responsibility of all that happened in 
the greater part of its three centuries of colonial rule. However, in 
the past century better ideas dawned. 

It is now about fifty years ago that the preferential import and 
export duties were abolished, much to the disgust at that time of some 
home manufacturers and merchants, who feared that they would be 
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ket by foreign competition. But the Home 


nsidered that the natives had a right to 


rkets. They had to pay their taxes in 
ter method has since been abolished) and 
proceeds should go into the Treasury, not 
f home consumers or producers. 
x our door widely was that as a small na- 
grave and great task to develop, all by 
times larger than our own home country, 
lippines or of the United Kingdom ; and 
15 millions (seven times our own). Co- 
il, industry, energy, and science was re- 
d. We count amongst our oldest Indian 
and scientists, a great number of 
tics. Few Americans, I must say, but they 
within their own boundaries. However, 
ct trade-roads with the mother country, 
Ocean route has been carried on with the 
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ison-Fulton festivals, on which occasion | 
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nufacturers, they took my advice and 
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lowed that example. 
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The East Indian colonies at the same time rapidly developed. The 
total trade returns in 1890 amounting to florins 300 millions, in 1905, 
to florins 480 millions, grew in 1913 to one billion florins, which at 
the rate of 21% florins to the dollar, is equivalent to $400,000,000. 
They more than trebled in 23 years. The imports were about 40 per 
cent, the exports 60 per cent of that total. Nearly one third of the 
trade was direct between mother country and colony. The chief im- 
ports were machinery, iron and steel, automobiles, ete. The exports 
were tin, sugar, tobacco, rubber, tea, coffee, cinchona, vegetable-oil, etc. 

It would carry me too far to go into further details. Suffice it to 
say that since Mr. Money, a British author, who visited Java after a 
life spent in British India, some sixty years ago wrote his book Java, 
or How to Manage a Colony, and since your countryman Mr. Clive 
Day wrote his excellent book The Dutch on Java, much has been 
changed for the better. I am sure that the many competent Ameri- 
cans, who since the Philippines came into your possession have visited 
the neighbouring colony, your governors (I mention Mr. Harrison), 
your military commanders, officials, and merchants there, have been 
favorably impressed by the system of government in the Netherlands 
Indies and its results. 

Very, very much remains to be done, chiefly for the opening up 
of the great islands surrounding Java, namely, Sumatra, Borneo, Cele- 
bes, New Guinea, etc., but one object we have attained already, namely, 
that the natives are convinced that no other foreign rule would offer 
them greater advantages than that of the Netherlands; and that the 
foreign nations, now freely admitted to the colony with their com- 
merce and industry, feel that a transfer of the Netherland rule into 
other hands would seriously endanger those relations. 

This safeguard of good feeling is to us of more value for main- 
taining our position in the Far East than a large fleet and a strong 
army, the costs of which would weigh down the colony. 

8. This leads me to the conclusion that any colonial nation, which 
understands the importance of the open door in international colonial 
relations, can act for itself, can act at once, without the making of 
“preferences on international problem.” There are such immense 
problems to be solved between nations after the great war, problems of 
right and of might, problems of international association, all of which 
cannot be solved except by mutual agreement, that I would not recom- 
mend to add to these labors such problems as every nation can settle 
for itself. Granted, even, that it would have some advantages to do 
so, we cannot but admit that years would pass before a conclusion, if 
any, would be arrived at. 
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Versailles a lague’s Peace Palace have enough work before 
them. The now have no preferential duties in their col- 
onies, that a by their own free will, did not make an 
international f their decision. 

What Der t then German Colonial Secretary, said, as we 
heard just nov t A country’s own colonies are not “‘instru- 
ments of con f the mother country. That is a policy 
of centuries ¢ It t true that ‘‘a nation secures rights and 
privileges in { mly when she can offer corresponding 
rights and p1 own colonies.” This barter of the rights 
of natives, w n the matter, is unsound, is objectionable, 
is untrue. Ih nentioned just now the rights are given 
without a rew ire well all the same. 

And there! 1 advise those nations which feel that prefer- 
ential duti ation are against the interests of their 
colonists and not to wait for others to join them, not 
to waste preci to act. 


Taking, for t Phi 


ippines, we have just now heard that 
in 1913 the door 3 1 there for free trade, causing a bitter op- 
position fron -e. And no wonder, as it was said that 
the new tariff act bsidy to the American exporter at the expense 
of the Philiy 

Your Econ ion, I take it, will understand that the in- 
dustry of the | ;, its commerce, its agriculture, and shipping 
trade, which i t war-years have all shown their tremendous 
strength, do not 1 re the weak support of a few millions of subjects 
in the Philip) | at their expense. The United States consumer 
might allow .tl vn brothers from oversea to sell their colonial 
produce at t t ket; and if you understand the advisability of 
this policy, I \ sk: why should a nation wanting to act in this 
matter not act ind for itself? Should the United States 


deem it advisal she might join in this open-door policy the 
neighboring co! tuated between the Indian and the Pacific 
Oceans, and bet e Asiatic and the Australian Continents, all 


populated by t Polynesian race and comprising, besides the 
Philippines, the rland East Indian Archipelago, and the British 
Straits Settlen vhere the door is open to everyone. They would 
then be an object yn to other nations. 

I know of a , which, when it was itself a colony, objected to 
paying import t 1e benefit of the mother country, and some 
145 years ag ved its displeasure at a certain “tea-party.” The 
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consequences were so great that it is now one of the mightiest nations 
of the world. 

Let us prevent similar “tea-parties” elsewhere; let those who now 
feel strong and hearty throw away their differential bandages, their 
protective crutches, and their discriminating easy-chairs; and above all 


let us not talk about it but say—DO IT NOW, 


Rosert L. Hate.—Mr. Culbertson’s paper is a very encouraging 
sign of the times. The adoption of his propositions by the Peace Con- 
ference would remove many of the causes of international friction—as 
many, perhaps, as it is now practicable to remove. But it would not 
remove them all. And it is our function as academic men to look be- 
yond the Peace Conference and to seek out and to inform the public 
of the causes of friction still waiting for removal. 

Mr. Culbertson’s plan, and President Wilson’s third point as re- 
cently interpreted, would forbid some of the forms of discrimination 
which are practiced between nations. Under this plan, one govern- 
ment could no longer discriminate in its customs tariff between the 
interests of producers in different foreign nations. But as long as a 
protective tariff of any sort is permitted, the government which im- 
poses it must of necessity discriminate in favor of the domestic and 
against the foreign producers of the protected article. Such discrimi- 
nation is the very essence of protection. Yet there are circumstances 
under which discrimination in favor of production in a given locality 
may be justified. But that sort of discrimination, if practiced by a 
body representing one locality, may well cause friction with the gov- 
ernment which represents the locality whose production is discrimi- 
nated against. To avoid this friction, whatever governmental dis- 
crimination is practiced between production in different localities 
should be practiced by a body representing all of the interests con- 
cerned. Such a body would be an international tariff commission, of 
the kind which Mr. Culbertson suggests, but with additional powers. 

But a customs tariff is not the only weapon with which a govern- 
ment can at present discriminate between the interests of groups some 
of whom may not be represented in that government. Whenever a 
government controls credit, establishes priority rules, raises or spends 
revenue or regulates transportation rates, it has the power to dis- 
criminate among interests in different localities. In fact, it has no 
power to avoid discriminating. Any regulation of rates, for instance, 
necessarily involves an apportionment among the different classes of 
traffic of those costs of the enterprise which cannot be definitely im- 
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Where the traffic will bear it, there is room 
There 


nulas the application of which calls for no 


pportionment of these joint costs. 
osing of one of these formulas of apportion- 
igainst those classes of traffic which would 

tion of a different formula. The classes 
ition is made may represent interests in 
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nation alone, we have again a cause for 


of the French government to bring the 
Were 
be fixed by an international commission, 


lley within the French boundaries. 


in the purchase of the ore, the trans- 
ational equivalents of export and import 
tion of that international commission and not 
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btained by the French and German iron 
conditions in and the taxes on the mines 
rnational bodies, and the expenditure of the 
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letermined with reference solely to cultural 


ms—to the rights of “self-determination” 


THE ECONOMIC FACTORS IN THE MAINTENANCE 
OF PEACE—DISCUSSION’ 


C. van VoLLENHOVEN.—Though there is an old Latin proverb say- 
ing that a twice repeated story pleases, yet I deem it a safer course 
for tonight’s meeting, ‘not to repeat in my tune the suggestive ideas 
expressed by Professor Sprague and which so highly honor their 
author, but rather to support them by proposing a slight addition. 
Mr. Sprague’s introduction, in my humble judgment, leaves an am- 
biguity. It might seem as if, to the political economy of the present 
day, only a new final chapter ought to be added; a final chapter advis- 
ing to make no use whatever of national economic forces and national 
economic opportunities, if such a use proves contrary to the benefit of 
the world at large, and therefore apt “to breed occasions for war.” 
But, I think this is not the thing we want. Instead of a new final 
chapter, economic theory and practice need a new introductory chap- 
ter and a new title page. In the days of Adam Smith and Alexander 
Hamilton, international peace and international organization were 
words without any reality ; and so the economy of their lifetime could 
only be an inquiry into the nature and causes of the wealth of separate 
nations,—of nations considering but themselves and judging after their 
national wants and wishes. For such a practice and for these studies, 
“political” or “national economy” indeed was a true and suitable term. 
But an economy as advocated last night by Professer Irving Fisher 
and by Professor Sprague in his paper, starts from quite another 
point; it does not inquire into the causes of wealth of a particular na- 
tion in its particular case, but into the causes of wealth of all the na- 
tions as a whole, of nations in their undeniable bonds of interdepend- 
ence. The same reason which will compel mankind, after this war, to 
rewrite international law, no longer from the point of view of the 
separate nations with their clashing rights and interests, but from 
that of their common rights and interests,—that same reason will urge 
upon them a new “international economy.” Let it then be styled so, 
from its very birth onward, and let the old inadequate name of a “po- 
litical,” a “national economy” be dismissed into the desert together 
with the thing itself. 


Now it is a pleasure to me to draw your attention to the fact 


that, as many as five years ago, an organization was planned to pro- 
mote Professor Sprague’s ideas. In January, 1914, half a year before 


_1The paper on this subject, by Professor O. M. W. Sprague, of Harvard 
University was not read at the meeting. 
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the war, from the Institute of International Law 
discussed ice Palace at The Hague an Academy of Inter- 
national La ed at the Second Hague Peace Conference 
of 1907; and lemy, founded at The Hague on January 28, 
1914, would war, have opened its doors in the autumn of 

ar 1) this academy is styled in its regulations an 
academy { v, its second article reads, that the acad- 
emy will | dies on international law and on cognate, 
related, sci ' the preparatory meetings it was said, more 
than once, tl viewed from an international point of view, 
and there t of war but of peace, would enter within 
this scope ernational organization, established by com- 
petent and n from various countries, and governed by an 
internationa upright and quite ready to serve Professor 


Sprague’s lof d I cordially hope our learned lecturer, who 


wrote his ne adherence to his views, in finding his 
exertions a 1 by anticipation, will feel somewhat like 
Saul in th ._ who went out to seek his lost asses and 
found a ki 
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MINUTES OF BUSINESS MEETINGS AT RICHMOND 
DeceMBER 27 and 28, 1918 


Pursuant to the announcement in the program, the Thirtieth Annual 
Meeting of the Association opened with a business meeting in Room 
A. of the Jefferson Hotel, at Richmond, Virginia, on December 27, at 
9 a. M., with President Fisher in the chair. 

The annual reports of the Secretary and of the Treasurer, which 
had been prepared by Professor Young, were in his absence read by 
Professor English of Cornell. Each was, in turn, by vote, approved. 

The Auditors’ report was read by Professor English, chairman of 
the Auditing Committee, and by vote approved. 

The report of the Managing Editor of the American Economic Re- 
view was read by Professor Dewey, and was, by vote, approved. 

The President announced the appointment of the following Com- 
mittee on Nominations: Messrs, Carver, Barnett, Kemmerer, Haney, 
and Gephart. 

The President reported the receipt by the Association of a gift from 
Mr. Eph. A. Karelsen of $1500 for a prize or prizes for papers on 
the subject, “What can a man afford?” 

The work of the special committees on the economic problems of 
the war which had been organized early in the year was then sum- 
marized by the President, and it was voted that these committees all 
be discharged, and that the new administration be authorized to con- 
tinue or extend or reconstitute such of them as he desires. 

For the Committee on the Purchasing Power of Money, of which 
Professor Fisher was chairman, he reported that three bulletins had 
been published, that on one the committee was not unanimous, one 
more was ready for publication, and the remaining three were rendered 
unnecessary by the coming of peace. It was voted that the commit- 
tee be authorized to put out the publicity already prepared on Stabil- 
izing the Dollar. 


The committees on Marketing,’ on Price Fixing,’ and on Foreign 


Trade* announced their contributions to the programs of the coming 
sessions on these topics. Especial mention was made of the War Fi- 
nance Committee, the comprehensive report of which was to be the 
basis of the session on Taxation.* A fund of $25,000 had been raised 
by the committee for its work. 


1See Professor Hibbard’s paper on page 47 of these Proceedings. 

2See resolutions of the Committee on Price Fixing, on page 351-2 below. 

5See report presented by the chairman on page 366 of these Proceedings. 

4 This report, together with the discussion of it given at the session on Tax- 
ation, appears in a separate publication, American Economic Review, Sup- 
plement, No. 2, March, 1919. 


in Economic Association 


r, Arrears in Bibliographical Publications, 
and Colleg in Social Sciences reported progress. The 
committe n and on Codérdination in Taxation had no 
reports. 1] | to be discharged, the latter to be continued. 

Professor | reported that there had been collected some 1500 
questionna by the Committee on Coéperation in Economic 
Research; a oted that a committee be appointed to promote 
the utilizat iaterial in these questionnaires for economic or 
statistical res 


Upon an P ssor Dewey it was voted that the new Presi- 
dent, the S | Professor Carver be appointed a committee 


to consider th n of the Executive Committee, as suggested 
by the Se nual report, and to present at the next an- 
nual meet ch reconstitution. 


A second eeting of the Association was held in Room A. 
of the Jeff Hot Saturday, December 28, at 9.30 a. M., with 
President Fi 

The re; ng of the Executive Committee held in the 
auditorium ff m Hotel on Friday, December 27, at 12.45 
P. M., WAS ] to the Association by T. N. Carver as follows: 


It was utive Committee to extend a vote of thanks 
to Mr. Kai rift of $1500 for prizes, and to authorize the 
President offer is made effective and productive of re- 
sults; that conditions are stated and are presented to the 
economics the country and members of the Association, 
and any « iy wish to compete. The conditions decided 
upon were 


all. 


000 and second prize of $500 will be given. 
) the hands of the Secretary by October 1, 1919. 
judged by a committee of three appointed 
by the Presid e American Economie Association, including one 


economist, o1 11 social worker, and one student of ethics. 


It was by 1 Executive Committee to recommend that the 
Association | following resolution: 


WHEREAS, 1 national census should be our most important single 
source for si! ) ffecting our social and economic problems; 

WHEREAS ness of this census will be in direct proportion to 
its accuracy 

WHEREAS ious that the enumerators and supervisors should be 
selected beca t nical fitness; 

WHEREAS, 17 ling Census Bill, H. R. 11984, takes the appointment 
of the supe me the enumerators, out of the control of the Civil 
Service C 
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WHEREAS, A special committee of this Association is cojperating under 
the Director of the Census in the preparation of certain technical phases of 
the work; 

We, members of the American Economic Association, respectfully but most 
earnestly protest against taking the appointment of supervisors out of the 
control of the Civil Service Commission and urge that they be appointed 
through the agency of the Civil Service Commission. 


The following resolutions, passed by the Committee on Price Fixing, 


were reported to the Executive Committee, for their acceptance and in- 


clusion in the records: 


Resolved, That, in the opinion of the Committee on Price Fixing: 

1. Any conclusions which may be reached in regard to price fixing in war 
time should not be interpreted as necessarily applying to peace conditions. 

2, In any case where price fixing is justified the price should be high enough 
to call forth, in so far as the price can affect the production, a prompt and 
adequate supply for war purposes, but not higher than necessary to accomplish 
that end. 

It is not necessary that it should cover the cost of production of those pro- 
ducers who are especially inefficient, or who are producing under especially 
unfavorable conditions, unless a sufficient supply cannot be obtained from 
other producers at the price fixed. 

3. In case large quantities of any commodity are required by our own and 
the allied governments, the buying should be unified even though such unified 
buying should result in something like price fixing by the single buying 
agency. In this case the principle involved in resolution No. 2 should be 
adhered to. 

4. In fixing prices for government purchases a careful study should be made 
to ascertain if purchases which are ostensibly private purchases are not 
really for government purposes. When a given product is being bought by 
contractors engaged on work for the government, there is danger that the 
government’s interest will be injured as a result of higher prices being paid 
by the contractor. 

5. The prices should be agreed upen after conference with all parties who 
have a legitimate interest, including the producers or their representatives, as 
well as the dealers or distributors and their representatives, and the prices 
should, as accurately as possible, conform to the principle set forth in resolu- 
tion No. 2. 

6. Prices under competitive conditions perform important functions. Ris- 
ing prices for a product tend to increase production and to check consump- 
tion. Labor and capital in the long run flow into those industries where prices 
are rising faster than costs and away from industries where prices are falling 
faster than costs. This is the main way in which industry is guided and con- 
trolled under a system of free enterprise. 

When competition exists to the full extent, that is to say, when it is possible 
for labor and capital to flow quickly into industries whose prices are rising, 
price fixing is not as a rule called for. The occasion for price fixing arises— 

a) When there is a sudden increase in the demand, usually on the part of 
the government, so great that for the time being producers cannot meet it, 
even though they may be able and willing to start their production at once; 

b) When the stock is so limited that, even though the demand may not be 
sudden, it cannot be met for some months to come, as for example, when there 
_ a shortage in the supply of some staple crop, like wheat or corn, between 

arvests, 

In both of these cases, the demand for price fixing comes from the belief 
that high prices will benefit not those who are producing commodities, but 
those who either by design or accident have them in their possession, and 
therefore make a purely speculative middleman’s profit. 

If prices are fixed by the government, some other agencies must usually be 
provided for controlling consumption and production, that is, for doing what 
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id do automatically. One method would be to 
to ration out their products to consumers. Short 
thods may be used, Moral and social pressures 
to restrict consumption of scant supplies. Taxa- 
m-essential industries. The government may use 
rtation, and basic raw materials to encourage 
rict those less needed. Banks, under the leader- 
Bank and the Finance Corporation, may restrict 
istries, and extend credits freely to those most 


‘ 


en commodity, a careful examination should be 
market for the given commodity to the market 
possibility that it may be necessary to fix the 
to maintain the most advantageous relation be- 
the given commodity and the consumption of its 
or the supply of any commodity in the control 
production, distribution, or sale is so concen- 
il control over prices, the government should fix 
the cost of production, the maintenance of an 
yrevention of unnecessary waste. 
much more difficult in the case of a scattered 
ed industry. 
are fixed, allowance should be made for quality. 
them from consumption in times of relative 
may be available for consumption in times of 
ymmended, provided, of course, that it does not 
market. 


ssociation to adopt the following recommenda- 
Price Fixing: 


ition in coéperation with the National Board for 
the American Statistical Association, and other as- 
interested, urge upon Congress the advisability 
nd preserving in one fireproof building all the 
Administration, including the Grain and Sugar 
uel Administration, of the War Industries Board, 
of the U. S. Shipping Board, and other 

ms which have had anything to do with price 


4 


ppropriations be made for gathering additional ma- 


tey 


sources and for the classification and indexing of 
g upon the subject of price fixing. 

ciation raise a special fund to finance an intensive 
ial thus collected. 


3. That the Association urge upon teachers of Economics through- 


out the c 
use of this 
special phas 


Professor T. N 
the following 
President 
Susan M. K 


desirability of directing graduate students in the 
| and the making of intensive investigations of 
} roblems of price fixing. 


Carver for the Committee on Nominations reported 
inations for election to offices for the year 1919: 

y B. Gardner; Vice-Presidents, George E. Roberts, 
bury, Henry R. Hatfield; Secretary-Treasurer, Allyn 
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= 


Business Meetings 353 


A. Young; new members of the Executive Committee, Henry C. Tay- 
lor and Maurice H. Robinson, and for member to fill the vacancy 
caused by the election of Henry B. Gardner to the presidency, F. S. 
Deibler; members of the Editorial Board, Alexander E. Cance and 
Willard E. Hotchkiss. 

It was unanimously voted that the officers nominated be elected. 

The place of the next annual meeting was then discussed informally, 
and a preference was expressed of those present to hold it in Lexing- 
ton, Kentucky, though no decisive vote was taken. 


| 


REPORT ¢ HE SECRETARY FOR THE YEAR ENDING 
DECEMBER 18, 1918 


It is the § ry’s duty, first of all, to give to the Association an 
account of 1 tivities of the Executive Committee during the year. 
That Comn had to meet more frequently than in past years 
and it has | to d with a greater number and variety of problems, 


But the dit ready apparent in recent years, of securing an 


adequate att at the meetings of the Committee, has reached a 
point where it c1 2 problem that will have to be faced by the As- 
sociation in t ar future. Most of the recent meetings of the Com- 
mittee have lacked a quorum and its more important decisions have had 
to be mad | through the extra-legal and generally unsatis- 
factory pr voting by mail. 

The Con nstituted very largely of the past and present 
officers of the A ion; the president, the ex-presidents, the chair- 
man of the « board, and the secretary being members ex-officio. 
Only three 1 ire directly elected by the Association. Under the 
present pract n annual rotation in the presidency of the Asso- 
ciation th of ex-officio members is rapidly growing. The 
membershi| Committee is now so large that none of its mem- 
bers, parti yng the ex-presidents, is likely to feel any large 
measure of t and personal responsibility for its work. This at 
any rate :pparent explanation of the small attendance at its 
meetings 

In view of tl srtance of the work of the Committee, entrusted 
as it is wit large measure of control over the policies of the 
Association, the Secretary ventures to suggest the desirability of re- 
constitutir , different basis. The number of elected members 
should be ised, and it may be wise to decrease the number of ex- 
officio mem! possibly by limiting the number of years for which 
an ex-presid ld remain ex-officio a member of the Committee. 
The chair: f the editorial board, holding an office that is a survival 
from an earlier stage in the publication activities of the Association, 
might well | placed on the Committee by the Managing Editor of 
the America ec Review. 

The firs of the committee for the year was held at the Cos- 
mos Club, W ton, on January 11. Those present were President 
Fisher, and Messrs. Gray, Marshall, and Young. The President was 
authorized point special committees to investigate and report 
upon various econo problems of the war, including specifically trans- 
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portation, labor, and price control. The sum of $1000 was appro- 
priated for the expenses of these and other special committees of the 
Association. As chairman of the committee on the purchasing power 
of money, created at the previous annual meeting, President Fisher 
was authorized to appoint sub-committees of that committee, including 
a sub-committee on index numbers. This committee was also author- 
ized to issue preliminary reports or bulletins. (By mail vote, on July 
3, the same privilege was extended to other committees, on the condi- 
tion that the approval of the President of the Association be obtained.) 

In accordance with votes of the Association at its previous annual 
meeting the following committees were created: 


1. Committee on arrears in bibliographical publications: J. A. Field, 
chairman (succeeded by Clive Day), H. J. Harris, and A. A. Young. 


2. Committee on college training for citizenship (at the request of 
Board of Education of the Northern Baptist Convention): L. C. Mar- 
shall, chairman; M. S. Wildman, W. H. Hamilton, and E. E. Day. 


3. Two members of a joint committee on the revision of courses of- 
fered in colleges of arts and sciences (at the request of the United 
States Commissioner of Education): L. C. Marshall and M. S. Wild- 
man. 

A second meeting of the Committee was held at the Yale Club, New 
York, on May 18. Those attending were President Fisher, and Messrs. 
Fairchild, Seligman, and Young. 

Professor Seligman as chairman of the special committee on War 
Finance, reported that it was likely that certain New York business 
men would guarantee the major part of the funds necessary to enable 
the committee to undertake a thorough study of the war revenue sys- 
tems of the United States and other countries. After informal dis- 
cussion it appeared that it was the unanimous opinion of the members 
present that such financial assistance should be welcomed, and that 
whatever funds might be obtained in this way should be incorporated 
in a general fund for the expenses of the various special committees 
of the Association upon the economic problems of the war. It was 
voted to invite contributions for this purpose from the members of 
the Association, with the understanding that each contributor should 
have the privilege, if he should so desire, of designating the particular 
committee for whose expenses his contribution should be used. A cir- 


cular letter to our members was sent by the Secretary, inviting sub- 
scriptions for the purpose stated. The sum of $1118.50 was gener- 
ously contributed in this way. 

Another meeting of the Executive Committee was held at the Yale 
Club, New York, on July 29. There were present President Fisher, 
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and Mess: rchild, Gray, and Young. The subject of discussion 
was the ad f changing the place of the annual meeting for 
1918, fro ( ind, Ohio, to some place nearer Washington. 
Against the | ed change it was suggested that it is, in general, 
undesirable t inge the place of meeting once decided upon; that the 
American Histo sociation, the American Political Science As- 
sociation, and tl erican Sociological Society had already decided 
to meet i | with the American Economic Association; that a 
local committ irrangements had been appointed and was pre- 
sumably at leveland; and, finally, that some of our western 
members w bject to a change that would make their attendance at 
the meeting 

On the ot i, it was argued that the Cleveland invitation which 
we accepted y from the Cleveland Chamber of Commerce and not 
from Weste1 rve University, so that no embarrassment would at- 
tend the wit iwal of our acceptance; that a very large number of 
our memb Vashington and that a yet larger number would 
probably be at work there in December; that among the members in 
Washington 1 large proportion of those who have been expected to 
contribute to ram; that it might be possible to secure for our 
program 0! e distinguished men now in the government service ; 
that the A in Statistical Association, which had met with us in 
past years, { t it will be impossible for it to meet in Cleveland; 
that a numb f our western members might welcome the opportunity 
of visiting \ ngton at this time; and, finally, that even with a 
larger attend he total burden put upon the transportation facili- 


ties of the ; would likely be less for an eastern meeting than 
for one in 


Those pr t the meeting of the Executive Committee voted to 
recommend t other members of the committee that the place of 
meeting should be changed from Cleveland to some point nearer Wash- 
ington. This recommendation was adopted by a vote taken by mail, 
and Richn s selected as the place of meeting. 

During the year a number of special committees have been consti- 
tuted by aut m of the Association or of the Executive Commit- 


tee. Thos¢ y at work are as follows: 


Purchasing Power of Money in Relation to the 
Fisher, chairman. 
Price Fixing, T. N. Carver, chairman. 
War Finance, E. R. A. Seligman, chairman. 
J. R. Commons, chairman. 
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5. Committee on Marketing, L. D. H. Weld, chairman. 

j. Committee on Transportation, W. Z. Ripley, chairman. 

. Committee on Foreign Trade, E. M. Friedman, chairman. 
Committee on Federal Statistics, W. F. Willcox, chairman. 

. Committee on Bibliographical Arrears, Clive Day, chairman. 
Committee on Codperation in Economic Research, A. A. Young, 


chairman; W. H. Hamilton, secretary. 


Despite the difficult conditions obtaining during the year we have 


been able to hold our membership at a fairly constant level, and to 
make a small gain. The changes during the year have been as follows: 
Members and subscribers in December, 1917 2600 
Annual Members in December, 1917 

Members resigned in 1918 

Members removed for lack of address...............eceeseee: 


Members dropped for non-payment of dues................05- 
Annual members died 


Total annual members in 1918 


Life members in December, 1917 
Annual member changed to life member in 
New life member in 1918 


Total life members in December, 1918..............cccccceeees 


Honorary members 
Honorary member died in 1918 


Total members in December, 1918 


Subscribers in December, 1917 
Subscriptions discontinued in 1918 
Subscribers changed to annual members............... er 


New subscriptions in 1918 
Total subscriptions in December, 1918...........ccccccvceeees 


Total members and subscribers in December, 1918... 
Net gain in annual members 
Net gain im life members... 
Net gain in subscribers 


Loss of honorary member 


Total net gain 


i] 
357 
62 
22 
Annual members changed to life members...................-. 1 
—— 246 
1830 
Subscribers changed to annual members....................+. 8 
— 300 
5 
} sacs, 
— 49 
384 
456 
54 
g 
23 
79 
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On tl le, notwithstanding increased costs of postage 
and sup} 1 expenditures incurred by the Secretary's 
office on work of special committees and in sending vari- 


ous ann t r members, we have a surplus of $504.76 for 
the year nd it remains true that the Association’s finances 
are in a g tisfactory condition. 

The wor retary ’s office has been carried on during the 
year under ; of some difficulty, created by the Secretary's 
absence f1 r this reason the Secretary feels that he must 
express h ition for assistance generously rendered by 
President | v is for the always efficient services of the 
Secretar} Miss A. E. Gardner. 

Finally 1 the duty, always approached reluctantly, of 
recording t those whose membership in the Association has 
been, withir terminated by death. 
sEAMAN, | D. 

CHANDLER, | Parker, CARLETON H. 
Day, Epw \ Francis D. 
Fercuson, | Ricu, Wesiey E. 
FILLEBROV B Ritey, Ermer A. 
GorMANN, W Rives, Georce L. 
Goopman, D SCHAFFNER, JOSEPH 
Hazarp, | Bernarp B. 
KeHEw, Ma \ WILLARD 
LEVERETT, \ Swirt, H. 
MARTINDAI Wuire, Anprew D. 

(TTonorary Member) 


Resp¢ 


Autityn A. Youne, Secretary. 


REPORT OF THE TREASURER FOR THE YEAR ENDING 
DECEMBER 18, 1918 


The transactions of the Treasurer's office during the year are sum- 
marized in the following exhibit of receipts and expenditures. A bal- 
ance sheet and income statement are presented by the Auditing Com- 
mittee, in its report. 


Receipts AND 
Cash on hand December 18, 1918 


Membership Dues $10,253.08 
Life Memberships 200.00 
Reprints of 1917 i 
Subscriptions 
Sales of Publications 472.68 
Interest 397.24 
Contributions for Expenses of Committees... 1,118.50 
14, 463.33 
$20,991.05 


Expenditures 

Investment in Third Liberty Loan $1,000.00 
Accounts of 1917 paid in 1918 
Expenses of Committees 
Paper Stock 1,794.28 
Publications— 

Review Printing 787.90 

Review Editorial 2,315.25 

Review Expenses and Supplies.... 1,515.03 


$6,617.48 
Proceedings 
Sundry Publication Expense 


Secretary’s Office— 

Office Salaries 

Traveling Expenses of Secretary... 28.17 
Stationery and Office Printing.... 357.09 
Office Supplies 41.67 
Office Postage 679.04 
Telegraph and Telephone 73.41 
Express and Carting 4.36 
Miscellaneous Expenses 8.44 
Annual Meeting 218.00 

3,245.50 


$15,506.11 
Cash on hand, December 18, 1918 
Central Trust Company $3,698.57 
Ithaca Trust Company 680.05 
Tompkins County National Bank 
5,484.94 
$20,991.05 


Respectfully submitted. 
Autyn A. Younes, Treasurer. 


é 
$6,527.72 
Receipts 
877.78 
Storage of Publications. 162.00 
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THE AUDITING COMMITTEE 
Ithaca, N. Y., December 20, 1918. 


Association: 


accounts of the Secretary-Treasurer of the 
year ended December 18, 1918, has been 
the direction of your committee. The ac- 

yme and outgo, balance sheet, and exhibit 


urplus, are in our opinion correct, and we 
unts are in full agreement with the balance 


DonaLp ENGLISH, 
Ropert A. CAMPBELL, 
Asspott Payson UsnHer, 


Auditing Committee. 


BALANCE SHEET 
Liabilities and Surplus 


$1,106.32 Membership Dues Prepaid.. $262.50 
Accounts Payable 1,733.03 
Life Memberships 1,200.00 
Reserves: 
Defaulted membership Dues 
Receivable .... $500.00 
Bad Accounts Re- 
ceivable 
550.00 
Contributions to Ex- 
penses of Commit- 
tees $1,118.50 


4.000.00 
1.266.00 

432.34 
1,794.28 


250.00 


$13,227.56 


Surpivs Account 


$8,393.51 
76.48 
. $560.00 
500.00 
— $60.00 
25.00 


60.00 


8,409.99 
504.76 


$8,914.75 


— 
| 
Expenditures ..... 551.22 
567.28 
SUPPIUS 
| 
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Income SraTeEMENT 


Ordinary Income 
Dues 
Less Defaulted? 


Interest 


Ordinary Outgo 
Office Salaries 
Traveling Expenses 
Stationery and Office Printing 
Postage 
Office Supplies 
Telephone and Telegraph 
Freight and Cartage 
Annual Meeting 
Miscellaneous 


Excess of Ordinary Income 


iblication Outgo 

Printing 

Editorial Salary 

Contributional 

Editorial Expenses and Supplies.......... 
Proceedings 

Sundry Expenses 


Storage of Publications. 
Insurance 


ublication Income 
Subscriptions 
Less Defaulted? 


Excess of Publication Outgo 
Gross Surplus 
Reserve for Defaulted Membership Dues... 
Reserve for Bad Accounts Receivable 


Net Surplus for the year 


2 Due from members for 1918 publications. 


$10,690.42 


$2,001.99 
28.17 
357.09 
678.12 
41.67 
73.41 
4.36 
243.81 
8.53 


$3,497.73 
1,500.00 
1,203.25 
1,592.79 
1,158.31 
104.40 


$162.00 
70.96 


$10,950.16 


3,437.15 


$9,056.48 


232.96 


$9,289.44 


$2,092.70 
17.50 


$2,075.20 
755.99 


$500.00 
50.00 


8 Due from subscribers for 1918 publications. 


$7,513.01 


$504.76 
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$10,552.92 

2,831.19 

6,458.25 

eons 1,054.76 

550,00 


REPORT (¢ IE MANAGING EDITOR OF THE AMERICAN 
OMIC REVIEW FOR THE YEAR 
ENDING DECEMBER, 1918 


The cost \ing the AMertcan Economic Review during the 
current yea! been $7,793.77 as compared with $8,006.68 in 1917. 
This savii zely due to a reduction in the number of pages 
printed. ‘] for this year covers 906 pages as compared with 
approximately 1 pages in preceding years. The printing item, 
therefore, is $250 less than in 1917. Clerical assistance, owing 
to a slight a in the salary list, is a little higher. By principal 
items the cos is follows: 

$3497.73 
1500.00 
1203.25 
1260.06 


$7793.73 


The averag n published’ during the past year has been 3050, 
the same as that of the previous year. 

The follow ve served as editors: Professor T. W. Page and 
Dr. J. L. Co se terms expire this year; Professor F. A. Fet- 
ter and Profess Mills, whose terms expire in 1919; and Pro- 
fessor G. E. Barnett and Dr. L. H. Haney, whose terms expire in 1920. 

There have but few changes in the staff which has contributed 
to regular d tments. In the abstracting of periodicals Professor 
Clive Day | t resigned. No successor has yet been appointed to 
take his place. Mr J. Dadisman, of the University of West Vir- 
ginia, has suc led Dr. J. L. Coulter in agricultural economics. 

During the past year 106 persons have coéperated in writing for 
the Review, i ling leading articles, communications, reviews, docu- 
ment notes, and ] lical abstracts. 

Appended mparative tables showing the distribution of con- 
tents and cost principal items, in continuation of tables previously 
given. 

Davis R. Dewey, 
Managing Editor. 


Year 
1911 
1912 
1913 
1914 
1915 
1916 
1917 
1918 
832,73 
Yea 
191 
191; 
191, 
191 
19] 
191 
191 
191 
Ye 
19] 
19] 
19] 
19) 
19) 
19] 
19) 
19 


Taste 1.—Paces Given to Eacun Secrion 


Leading | »........ | New Books | Documents, | Periodical | 
Year articles Reviews | listed Repts., ete. abstracts te 


1911 342 | 304 62 133 
1912 291 298 101 | 186 
1913 | 347 | 268 104 167 
1914 327 | 243 136 ‘ 166 
1915 314 257 90 144 
1916 388 | 256 | 91 ‘ 140 
1917 378 192 110 120 
1918 372 157 91* 99 


*Of which 22 pages were given to brief reviews. 


Taste 2.—Numper or Irems 1x Eacu Section 


| 
| 
| 


| 


Totals 


978 
1038 
1078 
1030 
1003 
1024 

984 

906 


Leading New Books Document 


| Reviews 


Year articles listed 


i911 | 21 785 
912 | 17 1452 | 
1913 9s 1416 
1914 5 1575 | 
1915 | 1062 
1916 | 2 4 1024 
1917 | 1156 | 
1918 24 923* | 


1074 
1727 
1877 


2021 


1758 
1586 
1441 
1264 


Periodical 
abst racts 


*Of which 78 were briefly reviewed. 


Taste 3.—Percentace Given to Secrion 


| Leading | Reviews | '¢W Books | Doc uments, | Periodical | 
articles listed Repts., ete. abstracts 


34.9 | $1.0 
28.0 | 28.7 
32.2 24.9 
318 | 23.6 
813 | 25.7 
37.9 | 25.0 
37.4 | 19.7 
41.1 | 178 


Doctoral 


Dissertations 


Taste 4.—ExpenDITURES 


Salary of | Payments to 


editor contributors Clerical | Supplies 


Printing 

$2495.18 $1500.00 ~ $1320. 25 35. $413.51 
3220.83 1500.00 1114.50 94. 292.68 
3328.01 1500.00 1268.35 08 325.10 
3023.62 1500.00 1312.25 236.5 459.18 
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REPORT OF THE COMMITTEE ON THE PURCHASING 
POW! MONEY IN RELATION TO THE WAR 


The Com: on Purchasing Power of Money in Relation to the 
War has hel neetings and has issued four reports during the 
year. All reports were unanimous. Believing their most useful func- 
tion during var to be the dissemination of existing knowledge, 
rather than 1 they have endeavored to make their reports as 
popular as ut of the subject permitted. 

The reports were given wide circulation, among the press of the 
country and rv y the Bureau of Publicity of the War Savings 
Section of tl ry Department. The first dealt with the fallacy 
of the “Bus 1s Usual’ philosophy as against the philosophy of 
“Save and W [t stressed the need of a reduction of consumption 
and an inc! production, of the repression of non-essentials and 
of the pron organization and redirection of industry. 

“By giving on-essentials to buy the government securities,” the 


report say government to buy war essentials and at 


the same ti e productive energy from the making of non-es- 


sentials for tl king of essentials for the government.” 

“But,” it ¢ to say, “if we won’t make the needed sacrifice and 
perhaps delude lves into believing that we do not have to do so 
or even that ght not to do so; that, on principle, we favor ‘busi- 
ness as usual’ fo1 rselves while expecting business unusual to be 
superadded by the government, we simply go through the motions of 
giving our | : the government without really giving them up. 
Therefore tl rnment, in order to buy away from us what we will 
not otherwi render, bids up prices, and the rise in prices which 
comes about h this sort of lending is cumulative.” 

“As the p1 war supplies rise the money cost of war grows and 
the governm: ; to borrow more. Bigger loans by us to the gov- 
ernment ret r loans to us from the banks. This further ex- 
pansion of ba t favors a further rise in commodity prices, start- 
ing the whol cess over again in a vicious circle.” 

The second report was on the “Need of a Unified Plan for Read- 
justed Indust War Basis,” and can be summarized by the fol- 
lowing extra 

“The war ‘ssitates a shifting of millions of men and billions of 
capital to new tasks in the shortest possible time.” 

“The offeri f large profits, while making men eager to produce, 
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has not insured the necessary amount of labor and material for war 
work.” 

“Greater governmental control of war industry is necessary to sys- 
tematize the shifting of industry, and to make certain that the things 
required for winning the war will be rapidly produced with a mini- 
mum of dislocation of the industrial machine.” 

The third report, on “Loans, Taxes, and the Purchasing Power of 
Money,” can be summed up as follows: 

“The present generation must pay the whole cost of the war; the 
burden cannot be shifted to the next generation. 

“Financing the war by long-term bonds does not put crushing tax 
burdens on future generations, because the taxes they pay out of one 
pocket come back to the other pocket in the form of interest and prin- 
cipal. 

“In former times the rich lent money for war and the next gener- 
ation was taxed to repay the heirs of the rich, but in this war the 
bonds are so widely distributed among all classes, the rich of future 
generations may be the chief taxpayers. 

“Saving is the soundest method of financing the war, but rapid re- 
adjustment makes necessary some credit expansion to stimulate war 
industries and conserve peace industries.” 

The fourth and concluding report was on “Stabilizing the Dollar.” 
The proposal as worked out by Aneurin Williams, M.P., and others is 
described by the Chairman. The Committee regards the stabilizing of 
the value of monetary units under international agreement as desirable 
and economically feasible. 

Two sub-committees of the main Committee, namely, one on Index 
Numbers and one on Objections, Difficulties, and Details of the Plan 
to Stabilize the Dollar, have not completed their work and are to be 
continued. 

Respectfully submitted. 

Committee: 
Westey Crain 
Royat MEEKER, 
E, W. Kemmerer, 
B. M. ANDERSON, Jr., 
W. M. Persons, 
Irvine Fisuer, Chairman. 


FIRST RI RT OF THE COMMITTEE ON FOREIGN TRADE 
OF THE AMERICAN ECONOMIC ASSOCIATION? 


Introduction 
Ameri foreign trade are today involved in the larger 
questions relations between nations which will con- 
front the P ( } 


It has the aim of the Committee to attempt to find 


in the p1 tion the economic influences that obstruct a just 


and perma enunciate policies in foreign commerce com- 


patible v ind to indicate the agencies for their exe- 
cution, 


Scope of the First Report 


The pres port will be confined to the elements obstructing a 


just and la pea \ consideration of economic policies and in- 
stitutions mu t on the political results of the Peace Conference. 

1. The ps , of war and the organization of peace.—The de- 
sire for pea ated all of Europe in the closing days of the strug- 
gle. The s f war, however, are yet in the air, and accentu- 
ated by th And presently we must build up the peace. Pri- 
marily, a } ttitude is necessary, so as to avoid incorporating 
into the « n of peace those measures and institutions which 
reflect the : r. If war is to be done with, its counsels can 
have no pla the discussion of peace. 

2. The d ition of goods, services, and gold.—The war has up- 
set the international economic balance. Four years of organized de- 
struction ha rarily exhausted many of the belligerents. Their 
territories been invaded in part. Many of their peace industries 
have been « | and some ruined. Their ocean tonnage has been 
diminished. 1 trade has shrunk. Their foreign investments have 
been reduced r debts abroad have increased manyfold. As a 
result of hex to the struggle, the United States has in common 
with her lost much, though less than that suffered by 
any other belligerent. 


1 Based I sssor O. M. W. Sprague. 
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On the other hand, the neutrals and the inactive allies have grown 
considerably. They have advanced in the very fields in which the bel- 
ligerents have retrogressed. 

Again, the economic balance has been upset in other ways. The 
war drained the belligerents of raw materials and created for them 
great pyramids of paper currency. During the years of reconstruction 
the distribution of much needed goods, of transportation and other 
services, and the extension of the means wherewith to pay for them, 
must be effected not upon a selfish national basis but upon a just in- 
ternational conception such as pervaded our war aims and elevated the 
struggle above brutish slaughter. 

3. Competition of government controlled business.—The govern- 
ments of the world, either by direct ownership and operation or by 
the extension of subsidies, supervision, and control, will be more inti- 
mately concerned with business than ever before. Legalized combina- 
tions of purchasers will face combinations of sellers of other nations. 
Difficulties between individual traders will henceforth become possible 
cases of international dispute. The situation will call for more tact 
and consideration than were necessary under the prewar regime. 

4. The economics of military preparedness.—Chief among the ob- 
stacles to an enduring peace is the desire for self-sufficiency as a pro- 
tection against possible war. Out of this in part arises the demand for 
colonies, for commercial preferences, for special concessions. The 
mere desire for these arouses envy and fear on the part of other na- 
tions, who must likewise seek protection against possible economic 
blockade. Under conditions of lasting peace, the economic develop- 
ment of the world’s resources and the expansion of the commerce be- 
tween nations would be unhindered by the fear of the exploitation of 
economic advantages for political and military ends. For in essence, 
national interests are not of necessity antagonistic; they are rather 
mutually complementary. On the reciprocal needs of nations, com- 
merce is based. 

To secure as far as possible the abolition of war as a means of set- 
tling international differences is one of the chief duties of the Peace 
Conference. Shall it admit the possibility of a resort to arms for the 
adjustment of national grievances? If trial by combat remains as a 
potential arbiter of differences, war will surely follow any scheme of 
economic preparedness for its conduct. If the wager of battle be ex- 


cluded, many of the economic causes of war will automatically vanish. 


| 
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The pricel f international peace may be bought for an eco- 


nomic baga 
the Committee: 
S. CuTLer, 
ia of Foreign and Domestic Commerce. 
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PUBLICATIONS OF THE AMER- 
ICAN ECONOMIC ASSOCIATION 


the American Economic Association 


FIRST SERIES 
Any volume in | $4 in oth, $5.00 for a single volume, $4.00 for each additional 
volume ordered a same me. Vol, XI, in paper, $2.00; in cloth, $2.50. 
Set of 11 volumes th index, $41.00. 
* Numbers starred are sold only with the set; but those double starred can be obtained ig 
revised edition nformation apply to the Secretary. 


Volume I, 1886 
Price in paper 
Report of Org: f the American Economic Association. Pp. 46. $ .50 
*Relation of the Modern Municipality to the Gas Supply. A 
James rp. Oo 
Codperation in a Western City. By Albert Shaw. Pp. 106. 
Codperation in N and. By E. W. Bemis. Pp. 136. 
*Relation of the tate to Industrial Action. By H. °C. Adams. Pp. 85. 


Volume II, 1887 
Three Phases of Codperation in the West. By Amos G. Warner. Pp. 119. 
Historical Sketch of the Finances of Pennsylvania. By T. K. Worthington. 
Pp. 1o6 
The Railway Question. By James. Pp. 68. 
Early History of the English Woolen Industry. By W. J. Ashley. Pp. 8s. 
Mediaevai Guilds of England. By E, R. A. Seligman. Pp. 113 
Relation of Modern Municipalities to Quasi-Public Works. By mo & 
Adams a hers. Pp. 87. 


Volume III, 1888 
Statistics in Colleg D. Wright; Sociology and Political Economy, 


by F. H. Giddings; The Legal-Tender Decisions, by E. J. James. 
Pp. 80 
Capital and Its Earnings. By John B. Clark. Pp. 69. 
The Manual Laboring Class, by F. A. Walker; Mine Labor in the Hocking 
Valley, by E. W Bemis; Report of the Second Annual Meeting. 
Pp. 86 
-5. **Statistics and Economics. By Richmond Mayo-Smith. Pp. 127. 
é The Stability of Prices. By Simon N. Patten. Pp. 64. 


Volume IV, 1889 

Contributions to the Wages Question: The Theory of is »y Stuart 
Wood; Possibility of a Scientific Law of Wages, by J Clark. 
Pp. 690 

Socialism in England. By Sidney Webb. Pp. 73. 

Road Legislation for the American State. By J. W. Jenks. Pp. 83. 

Third Annual Meeting: Report of the Proceedings. Pp. 123. 

Malthus and Ricardo, by S. N. Patten; The Study of Statistics, by D. R. 
Dewey; Analysis in Political Economy, by W. W. Folwell. Pp. 69. 

An Honest D y E. Benjamin Andrews. Pp. 50. 


Volume V, 1890 
. The Industrial Transition in Japan. By Yeijiro Ono. Pp. 1 
2. Two Essays on Child-Labor. By W. F. Willoughby =m Clare a 
Graffenried. Pp. 150. 
3-4. Papers on the Canal Question. By E. J. James and L. M. Hau 
5 History of the New York Property Tax. By J. C. Schwab. Bo. I 
6. The Educational Value of Political Economy. By S. N. Patten. Pp. 36. 73 


Volume VI, 1891 
1-2. Fourth Annual Meeting: Reports, Papers, Discussions. 
3. Government Forestry. Papers by Pinchot, Bowers, and Fernow. Pp. 102. 
15. Municipal Ownership of Gas in the U. S. By E. W. Bemis. Pp. 18s. 
State Railroad Commissions. By F. C. Clark. Pp. 110. 
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Volume VII, 1892 


1. * The Silver Situation in the United States. 7 F. W. Taussig. Pp. 118. 75 
2-3. “en Incidence of Taxation. By E. R. A. Seligman. Pp. 424 

(Revised). 2 

5. Sinking Funds. By Edward A. Ross. Pp. 106. 

é The Reciprocity Treaty with Canada of 1854. By F. E. Haynes. Pp. 70. 


Volume VIII, 1893 


1. Fifth Annual Meeting: Report of the Proceedings. Pp. 130. 

2-3. Housing of the Poor in American Cities. By M. T. Reynolds. Pp. 132. 
4-5. Public Assistance of the Poor in France. By E. G. Balch. Pp. 180. 

6, First Stages of the Tariff Policy of the U.S. By William Hill. Pp. 16a. 


Volume IX, 1894 


Sixth Annual Meeting: Hand-Book and Report. Pp. 73. 
1-2. **Progressive Taxation in Theory and Practice. Sy Edwin R. A. 
Seligman. Pp. 222. (See 1 No. 4.) 
3. The Theory of Transportation. yC. H, 148. 
4. Sir William Petty. By Wilson Lloyd Bevan. 34° 
5-6. Papers on Labor TS By J. B. Clark, C. Wright, D. R. Dewey, 
A. T. Hadley, and J. G. Brooks. Pp. 94. 


Volume X, 1895 


Seventh Annual Meeting: Hand-Book and Report. Pp. 138. 
1-3. The Canadian Banking System, 1817-1890. By R. M. Breckenridge. 


Pp. 478. 
4 Poor ~_ of Massachusetts and New York. By John Cummings. 


Pp. 1 
5-6. Letters o Ricardo to McCulloch, 1816-1823. Edited by J. H. Hollander. 
Pp. 204. (Jn Cloth, $1.75.) 


Volume XI, 1896 
1-3. Race Traits and Tendencies of the American Negro. By F. L. Hoffmar. 


. 330. 
4 Appreciation and Interest. By Irving Fisher. Pp. 110. 
*General Index to Volumes I-XI (1886-1896). 


ECONOMIC STUDIES 


Price of the Economic Studies $2.50 per volume in paper, $3.00 im cloth. The set of 
volumes, in cloth, $10.00. 


Volume I, 1896 


Eighth Annual Meeting: Hand-Book and Report. Pp. 178. 

- The Theory of Economic Progress, by J. B. Clark; The Relation of 
Changes in . Volume of the Currency to Prosperity. By F. A. 
Walker. Pp. 46 

. The ~~ 3x of Wages to Efficiency. Three Papers: Gain Sharing, 
by H. R. Towne; e Premium Plan, by F. A. Halsey; A Piece- 
Rate ‘System, by F. W. Taylor. Pp. 83. 

The Populist Movement. By Frank L. McVey. Pp. 8&1. 
The Present nr Situation. By W. Lexis. "Wasnateent by John 
Cummings. Pp. 
5-6. The Street Railway Problem i in Cleveland. By W. R. Hopkins. Pp. 94. 
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Volume II, 1897 


Ninth Annual Meeting: Hand-Book and Report. Pp. 16a. 

Economics and Jurisprudence. By Henry C. Adams. Pp. 48. 

The Saloon Question in Chicago. By John E. George. Pp. 62. 

The General Property Tax in California. By C. C. Plehn. Pp. 88. 

Area and Pop yn of the United States at the Eleventh Census. By 
WwW. F Wi 60. 

A Discussion Concerning the Currencies of the British Plantations in 
America, « y William Douglass. Edited by C. J. Bullock. 
Pp. 228. 

Density and n of Population in the United States at the 
Eleventh s. By W. F. Willcox. Pp. 79. 


Volume III, 1898 
Tenth Annual! ! Hand-Book and Report. Pp. 136. 
Government by | By William H. Dunbar. Pp. 44. 
Economic Aspects Railroad Receiverships. By H. H. Swain. Pp. 118, 
The Ohio Tax r Law. By T. N. Carver. Pp. 50. 
The American leration of Labor. By Morton A, Aldrich. Pp. 
Housing of the W g People in Yonkers. By E. L. Bogart. Pp. &2. 


The State Purchase of Railways in Switzerland. By Horace Michelie; 
translated by John Cummings. Pp. 72. 


Volume IV, 1899 
Eleventh Annual Me Hand-Book and Report. Pp. 126. 
1. I. Economics s. By A. T. Hadley. II. Report on Currency 
Reform. III. Report on the Twelfth Census. Pp. 70. 
Personal Competit y Charles H. Cooley. Pp. 104. 


2. 

3. Economics as a Scl Stud By F. R. Clow. Pp. 72. 

4-5. The English me iax By J. A. Hill. Pp. 162. 

6 (and last). *Effects of Recent Changes in Monetary Standards upon 
the Dist of Wealth. By F. S. Kinder. Pp. gr. 


NEW SERIES 


1. The Cotton I stry. By M. B. Hammond. Pp. 382. (Js cloth $2.00.) 1.50 

a. Scope and M the Twelfth Census. Critical discussion by over 
twenty 7 perts, Pp. 625. (Jn cloth $2.50.) 2.00 

Both volumes 


THIRD SERIES 
ciation issued its publications in two series, viz.: the bi- 
monthly Economic Stud nd the “New Series” of larger monographs printed at irregular 


intervals. In 19% the policy of issuing its monographs, now called the “Third 
Series” of the pul 7 at quarterly intervals. 


Notrs.—During 1896-18 the 


Volume I, 1900 
Twelfth A Papers on Economic Theory and Political 
Morality ists; Railroad Problems; Public Finance; Consumers’ 
League; Twelfth Census. Pp. 186. 
The End of Villainage in England. By T. W. Page. Pp. 99. 
Essays in Colo: Finance. By members of the Association. Pp. 303. 
Currency and Banking in the Province of Massachusetts Bay. By 
A. McF. | art I: Currency. Pp. 464 + 19 photogravure 
plates. (Jn th $2.00.) 
Volume II, 1901 


Thirteenth Annual Meeting: Papers on Competition; Commercial Edu- 
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Currency and Banking. By A. McF. Davis. Part Il: Banking. Pp. 
341 18 photogravure plates. (Jn cloth $2.00.) 

Theory of Value before Adam Smith. By Hannah R. Sewall. Pp. 132. 

Administration of City Finances in the U. S. By F. R. Clow. Pp. 144. 


Volume III, 1902 

Feurteenth Annual Meeting: Papers on International Trade; Industrial 
Policy; Public Finance; Protective Tariff; Negro Problem; Arbitra- 
tion of Labor Disputes; Porto Rican Finance; Economic History. 
Pp. 400. 

*The Negro in Africa and America. By Joseph A. Tillinghast. Pp. 240. 

. Taxation in New Hampshire. By M. H. Robinson. Pp. 232. 

Rent in Modern Economic Theory. By Alvin S. Johnson. Pp. 136. 


Volume IV, 1903 
Fifteenth Annual Meeting: Papers and Discussions on Economics and 
Social Progress. Trade Unions and the Open Shop; Railway Regu- 
lation; Theory of Wages; Theory of Kent; Oriental Currency 
Problem. Pp. 208. 
Fthnic Factors in the Population of Boston. By F. A. Bushee. Pp. 171. 1.00 
History of Contract Labor in the Hawaiian Islands. By Katharine 
Coman. Pp. 74. 75 
The Income Tax in the Commonwealths of the United States. By Delos 
O. Kinsman. Pp. 134. 1.00 


Volume V, 1904 

Sixteenth Annual Meeting. Papers and Proceedings published in two parts. 

Part I—Papers and Discussions on Southern Agricultural and Industrial 
Problems; Social Aspects of Economic Law; Relations Between Rent 
and Interest. Pp. 240. 1.00 

Southern Economic Problems. Reprinted from part 1. 

Relations Between Rent and Interest. By Frank A. Fetter and others. 
Reprinted from part 1. .50 

Part Il—Papers and Discussions on The Management of the Surplus 
Reserve; Theory of Loan Credit in Relation to Corporation Eco- 
nomics; State Taxation of Interstate Commerce; Trusts; Theory of 
Social Causation. 

Theory of Social Causation. By Frank H. Giddings and others. Reprinted 
from part 2. 

Monopolistic Combinations in the German Coal Industry. By Francis 
Walker. Pp. 340. 


The Influence of Farm Machinery on Production and Labor. By Hadley 
Winfield Quaintance. Pp. 110. 


Volume VI, 1905 
Seventeenth Annual Meeting. Papers and Proceedings published in two parts. 
Part I—Papers and Discussions on the Doctrine of Free Trade; Theory 
of Prices; Theory of Money; Open Shop or Closed Shop. Pp. 226. 
Part II—Papers and Discussions on Government Interference with Indus- 
trial Combinations; Regulation of Railway Rates; Taxation of Rail- 
ways; Preferential Tariffs and Reciprocity; Inclosure Movement; 
Economic History of the United States. Pp. 270. 
*The History and Theory of Shipping Subsidies. By R. Meeker. Pp. 230. 
History of Labor Legislation in New York. By F. R. Fairchild. Pp. 218. 


Volume VII, 1906 
Eighteenth Annual Meeting: Papers and Discussions on The Love of 
Wealth and the Public Service; Theory of Distribution; Govern- 
ment Regulation of Railway Rates; Municipal Ownership; Labor 
' Disputes; The Economic Future of the Negro. Pp. 325. 
Railroad Rate Control. By H. S. Smalley. Pp. 147. 
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On Collect enomena and the Scientific Value of Statistical Data. 
By E ( Gryzanovski. Pp. 48. 
Hand-Book of the Association, 1906. Pp. 48. 
The Taxat n of the Gross Receipts of Railways in Wisconsin. By 
. E. Snider. Pp. 138 
Volume VIII, 1907 


Nineteenth A 11 Meeting: Papers and Discussions on Modern Stand- 
ards of isiness Honor; Wages as Determined by Arbitration; 
Comme: I tion; Money and Banking; Western Civilization 
and | te; Economic History; Government Regulation of 
Insurance; Trusts and Tariff; Child Labor. Pp. 268. 

Historical Sketch of the Fineness and Financial Policy of Massachusetts 
from 1780 to 1905 >. J. Bullock. Tia 144. 

Hand-Book of the Ass mR 1907. Pp. § 

The Labor Legislation of Connecticut. By Alba M. Edwards. Pp. 322. 

The Growth of Large Fortunes. By G, P. Watkins, Pp. 170. 


Volume 1908 
Hand-Book of th Association, 1908. Pp. 49 
Twentieth al Meeting: Papers and Discussions on Principles of 
Governms Control of Business; Economic Theory; Agricultural 
Econon Money ar and Banking; Agreements in Political Economy; 
Labor Legislation; ation of the Federal Treasury to the Money 
Market; Public Service Commissions. Pp. Sut. 
Chicago Traction. By R. E. Heilman. Pp. 13 
Factory Legislation of Rhode Island. By J. K a Pp. 119. 
Progressive Taxati on in Theory and Practice. Revised Edition. By 
E. R. A. Seligman. Pp. 334. (Jn cloth $1.75.) 
Volume X, 1909 
Twenty-first Annual Meeting: Papers and Discussions on The Making of 
Economic Literature; Collective Bargaining; Round Table on Ac- 
counting l abor Legislation; Employers’ Liability; Canadian Indus- 
trial Disputes Act; Modern Industry and Family Life; Agricultural 
Economics; Transportation; Revision of the Tariff; A €entral Bank; 
The National Monetary Commission; Capitalization of Public Service 
Corporations in Massachusetts. Pp. 432. 
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The Printers. By George E. Barnett. Pp. 379. (Jn cloth $2.00.) 
Life Insura n New York. By W.H. Price. Pp. 95. 
Volume XI, 1910 
Twenty-sec Annual Meeting: Papers and Discussions on History of 
the As ation; Observation in Economics; Economic Dynamics; 
Theory of Wages; Country Life; Valuation of Public Service 
Corporations; Trusts; Taxation. Pp. ig 1.50 
2. Hand-Book of the Association, 1910. Pp. 7 ©) 
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THE ECONOMIC BULLETIN 


Published quarterly in 1908, 1909, and 1910, and containin personal notes, news 
of the economic world, announcements of special lines of investigation, and a 
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